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I have no doubt that I shall meet your wishes if I omit all ex- 
ordium, and go at once to the facts we are to consider this even- 
ing. But I want to say one thing by way of preface. My position 
is such that I cannot appear as an advocate or as an opponent, as 
a propagandist or as a reformer, but simply as a student of politi- 
cal institutions—as one who approaches this thing without ref- 
erence to its particular importance for a party or a movement; 
as one who simply wants to find out what the facts are and to 
state them as they are. Now, the Initiative means simply this— 
that sections of the people themselves shall have the right to 
initiate legislation and to solicit for it the approval of their fellow- 
citizens. The Referendum means that if the legislature passes 
a measure, that measure shall be referred to the people before it 
becomes a law. In the amendment to the constitution of Oregon 
which embodies those features it is provided that eight per cent. 
of the legal voters may propose any measure by petition. The 
referendum may be ordered either by petition, signed by five per 
cent. of the legal voters, or by the legislature. It is further pro- 
vided that the veto power of the governor shall not extend to 
measures which are referred to the people. There you have the 
initiative and the referendum, as provided by the Oregon plan. 

Now this world of ours has been turning on its axis for many 
centuries, and there have been a great many experiments tried in 
legislation. The first thing any student of politics does when con- 
fronted with institutions is to inquire how they have worked in 
the past. The immediate suggestion of these measures in Oregon 
has come from Switzerland, and it is a curious fact that at the 
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time when our institutions were in process of formation there 
was published a work by a Swiss publicist which exerted a great 
influence upon the minds of men in quite another direction. I 
refer to the work of John Louis de Lolme on “ The Constitution 
of England,” originally published in French at Amsterdam in 
1771, but soon translated into English. That work is referred to 
in the discussions of the “ Federalist,” and is cited as high au- 
thority in the writings of the Fathers. De Lolme was a citizen of 
Geneva. He says in the preface of his work that he was led to 
study representative government as established in England by 
experience of the political miseries of his own country. It had 
the referendum, it had direct legislation, but his experience of 
such institutions was such that he found a much superior system 
in representative government. It is also a fact that Switzerland 
eventually adopted representative institutions, and it then turned 
to the constitution of this country for its model. Anyone who 
compares their constitution with the Constitution of the United 
States will see the great indebtedness of the Swiss to the United 
States for suggestions in the formation of their organiclaw. This 
shows that the experience of various peoples can be useful to all. 

As regards this whole scheme of direct legislation, it should 
be remembered that it was the plan of government which pre- 
vailed in the ancient republics, and it brought them all to a bad 
end. There is no case in their history wherein direct legislation, 
although it purported to put power in the hands of the people, 
actually did so. What it did was to put power in the hands of a 
dominant faction. The thing led on to proscriptions, to violence 
and to civil war. Hence it is that the framers of our institutions 
identified democracy with direct legislation. They knew of no 
other form of democracy. The idea of democracy based on repre- 
sentative government belongs to the Nineteenth Century. The 
democracies of the ancient world were based on the idea of sub- 
jecting government to the direct and immediate control of popular 
impulse. The results were thus summed up by Madison in No. 
10 of the “ Federalist ”: “ Such democracies have ever been spec- 
tacles of turbulence and contention ; have ever been incompatible 
with personal security or the rights of property; and have in 
general been as short in their lives as they have been violent in 
their deaths.” In No. 63 of the “ Federalist” Madison called 
attention to the fact that “ the true distinction between these (that: 
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is, the ancient democracies and American government) lies in the 
total exclusion of the people, in their collective capacity, from any 
share in the latter.” That is to say, the people in their original, 
primary capacity should not control the government except 
through appropriate institutions,—through representation estab- 
lished in such a way as to secure deliberate and circumspect action. 
That was their idea of the distinction between constitutional gov- 
ernment and democracy. And that is a distinction important for 
us to bear in mind when we read the writings of the Fathers, for 
it enables us to understand their distrust of democracy. 

It is also a fact that stands out in history that so long as 
Switzerland itself rested on this principle of direct legislation, it 
by no means enjoyed a good reputation among the nations of the 
earth. In the ‘‘ Federalist’ Switzerland appears as a dreadful 
example. It was regarded as a nation subject to chronic political 
corruption. John Adams, in his “ Defence of the Constitutions 
of Government of the United States of America,” published in 
1787, speaks of the superiority of government in Neuchatel—a 
limited monarchy—over the other Swiss cantons. The lowest 
depths of civic depravity were reached in the Grisons, where the 
principle of the referendum was so absolutely in force that no 
law became effective until it was referred to the people for 
approval. An instance of contemporaneous opinion was afforded 
by the poet Schiller in his “ Robbers,” a work which, in 1782, 
inaugurated the romantic drama in Germany. In that play he 
refers to the Grisons as “the modern Athens of scoundrels.” 
All through the history of that period, and in the greater part of 
the Nineteenth Century, you will find similar allusions. In 
William Coxe’s “ History of Switzerland,” and in Brougham’s 
“ Political Philosophy,” you will see political corruption em- 
phasized as a Swiss characteristic. It is a fact that Switzerland 
did not enjoy the repute which now she deservedly possesses for 
economical, efficient and honest government, until after 1874, 
when it adopted its federal constitution, based on the Constitu- 
tion of the United States. That constitution of Switzerland 
applied the principles of representative government with a 
strictness far beyond anything we have attained. It is a fact 
that to-day Switzerland has the most complete system of rep- 
resentative government in the world—a system which provides 
for an organ of general representation, as well as for the ordi- 
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nary organs of local representation. The Swiss executive council 
has full power to prepare the budget and to prepare all legisla- 
tion. The Swiss legislature will not consider any bill until it 
has been referred to the executive council for examination and 
report. The executive council meets the legislature as the man- 
agers of a corporation meet its board of directors. The Swiss 
legislature does not even amend bills. Any change it desires is 
put in the form of resolutions giving instructions for the change. 
In such a system there is no opportunity for “ jokers” or any of 
those blemishes which we find in our legislative processes. As a 
result of that system there has been this further development,— 
that inasmuch as the executive council is expected to be the general 
caretaker of public business and to prepare all important meas- 
ures of legislation, it is the practice in Switzerland to publish 
the draughts of proposed enactments, so that the people may con- 
sider them. The Swiss congress meets to examine proposals 
submitted by the executive council. The torrent of bills inun- 
dating legislative assemblies in this country is unknown there. It 
is to this perfection of representative government, and not to 
any medizval survivals, that the present economy and efficiency 
of administration in Switzerland are due. 

The referendum is by no means a modern institution. It is 
a relic of medieval particularism. It died out except in Switzer- 
land, but it was not until representative government had been 
introduced that the Swiss attained good government. At present, 
processes of direct legislation are of subordinate importance. 
The Initiative is sparingly employed. The legislative assembly is 
responsive to public opinion, and when there is a serious move- 
ment of public opinion in favor of legislative action a resolution 
is passed by the assembly instructing the executive council to 
prepare a bill on the subject in question. The executive council 
is the maid-of-all-work. The congress meets several times a year, 
but it sits only for a few weeks to pass upon the business pre- 
sented by the executive council. There is no debate to consume 
time—just a plain, simple discussion of public business. That 
system supplements and prevents the relics of medizvalism from 
having an injurious effect. If the executive council opposes a 
particular measure, it is very apt to be defeated. Take a case 
that happened last year. A scheme for proportional representa- 
tion was brought forward by the Initiative, but the executive 
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council opposed it, and it was defeated by the people. The Refer- 
endum is more extensively employed than the Initiative. The ac- 
tual results, in the opinion of some publicists, indicate that the in- 
stitution in Switzerland is a detriment rather than a benefit to their 
system of government. Time would not permit me to consider 
particular cases, but I refer you to President Lowell’s work on 
“ Governments and Parties in Continental Europe.” If you will 
turn to the second volume of that work, you will find at page 291 
the words: “ The idea of the right of everybody to take part in 
public affairs by proposing laws for the good of the country has 
something very attractive about it, but in practice it has not proved 
of value.” If you consult Woodrow Wilson’s standard manual 
on the government—“ The State,” you will find at page 311: 
“ The initiative has been very little used, having given place in 
practice, for the most part, to the referendum. Where it has 
been employed, it has not promised either progress or enlighten- 
ment, leading rather to doubtful experiments and to reactionary 
displays of prejudice than to really useful legislation.” At page 
313, speaking of the referendum, he says: “ The vote upon most 
measures submitted to the ballot is usually very light; there is 
not much popular discussion; and the referendum by no means 


creates that quick interest in affairs that its originators had hoped 


to see it excite. It has dulled the sense of responsibility among 
legislators without in fact quickening the people to the exercise 
of any real control in affairs.” In Switzerland the referendum 
acts as a very conservative institution. It is rather a drag upon 
progress than an aid to it; it is stand-pat rather than progressive. 
Hence in England the Tories are now favoring it, while the Lib- 
erals are opposing it. 

This would seem to be rather an indictment of these institu- 
tions. But I want you to consider this—that institutions are 
purely instrumental in their operation. Their value depends 
wholly upon considerations of time and place. No one would con- 
tend, as a general thing, that a scow is as good a means of locomo- 
tion as an automobile, yet in a swamp you would rather have the 
scow than the automobile. So it may be said that if our politics 
have gotten somehow into a dismal swamp we may need these 
things not so much because they are good in themselves, but be- 
cause they meet the particular conditions. I would here remind 
you that the adoption of these measures in Oregon came in se- 
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quence to a succession of deadlocks in the legislature. At one of 
the sessions the legislature could not be organized. It was the 
notorious failure of the established organs of government that 
incited the victorious demand for new means of popular control. 
In talking with the leaders of that movement in Oregon, I found 
that the men who took the leading part in securing the passage 
of the initiative and referendum amendment to the Constitution 
do not consider it as an end, but only as a means. They look upon 
it as a means of bringing about a period of political liquidation— 
of getting rid of institutions that are cumbering the ground. The 
regular channels of action were so clogged by faction that it was 
impossible for public opinion to reach the government. They got 
these new institutions to secure a reorganization of public author- 
ity. One of them said to me: “ When we get through with our 
work the initiative and referendum will be like a gun a man keeps 
in the house—not that he expects to use it, but because it will 
come in handy in case of an emergency.” 

There are many things to be said in favor of the adoption of 
these institutions on the ground of practical advantage under ex- 
isting conditions. For instance, they provide opportunity for a 
more careful consideration of legislative proposals. That may 
seem to be a very strange claim to make in behalf of direct legisla- 
tion, because the historic objection against it is that it provides 
opportunity for mob impulse. Yet the claim is made by the sup- 
porters of the movement that it really provides opportunities for 
the more careful consideration of legislation, and I believe that 
claim is well founded. Observe that we have not to deal in this 
matter with genuine representative institutions; we have only a 
base imitation of them. We have legislative bodies in which the 
bills range in number from 1,200 or 1,500 to several thousand to 
be considered in from sixty to ninety days. Now how is it 
possible to consider them properly? As a matter of fact they are 
not really considered, but are passed by logrolling. I am satisfied 
that measures submitted by initiative are far superior in that very 
particular. The details are more carefully considered than is 
possible in the grind of the American legislative mill, without 
administrative connection to steady it as in other countries. 

Then there is the question of inequality of legislative appor- 
tionment. Legislatures are usually so arranged as to give country 
districts much larger representation than urban districts, and 
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action to meet needs of city life is liable to be frustrated or sub- 
jugated by country members. This is much against the prosperity 
and welfare of the state, but local views of interest are made 
permanent by the system. Some time ago in Baltimore the fact 
was developed that the city authorities had agreed to buy certain 
mills at a price deemed by many to be inordinate. But upon in- 
vestigation it appeared that the city had been trying to get legisla- 
tion to enable it to extend its water supply, and not until the agree- 
ment to buy the mills had been made could action be obtained. 
Such possibilities of hold-up by rural combination against city 
interests are swept away by direct legislation. Partitions are 
broken down. The voting force of citizens is equalized no matter 
where they live. There is no way under the Initiative or the 
Referendum in which the vote of a man who happens to live in 
a little county can be made to have many times the political im- 
portance of the vote of a man who happens to live in a city. 

Another advantage that may be claimed for instruments of 
direct legislation is that they provide channels of political action 
in the possession of vested interests. It is practically hopeless to 
expect any economic reform from the ordinary means of consti- 
tutional action. The politicians and office-holders form a class 
whose interests are inimical to economic reform and they are in a 
position to block action. In our states, executive authority is dis- 
persed among numerous executive boards and commissions. The 
system is cumbrous, wasteful, extravagant and inefficient. The 
situation is such that the governor cannot exercise authority and 
the legislature cannot supervise authority. 

But if you were to attempt any scheme of systematic organi- 
zation of political business, there would be an invincible com- 
bination of political interests that would starve the movement in 
the legislative labyrinth. Change of party affords no hope of 
relief. Elections, under the present system, do no more than 
introduce a fresh lot of players at the same old game. The in- 
comers think it hard treatment if they do not have their chance 
at the juicy opportunities from which their opponents have been 
ousted, and to preserve them they will combine with opponents 
if necessary. This situation was illustrated by what took place 
at a Democratic party caucus in Washington not long ago. It 
was suggested that steps ought to be taken to trim the immense 
Congressional payroll. Instant objection was made. “ Why,” 
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said one speaker, ‘‘ we have been out of power for sixteen years, 
and now just as we are to have our turn, it is proposed to take 
away some of the offices.” That is the characteristic attitude of 
partisanship. Nowhere, probably, are such gross abuses in the 
public service as in legislative patronage. Congress costs far 
more than any other national legislature in the world. In 1908 
the charge for the pay and keep of Congress amounted to $13,- 
788,886 as against $1,330,000 for the British Parliament with far 
greater membership. Similar extravagance is characteristic of 
state legislatures. The system is such that members do not act 
as representatives of the people, but as office-brokers, claim agents, 
bill promoters, lobby servants. If you want to escape from this 
control, and secure means of obtaining action upon measures for 
the benefit of the people rather than the benefit of the office- 
holders, it is necessary to find means of avoiding the intervention 
of legislature, and the Initiative and Referendum supply such 
means. 

This brings me to what is perhaps the most important consid- 
eration of all. These appliances open the way for going straight 
to the people with plans for a systematic reorganization of public 
authority. Our scheme of government is perverted and degraded 
by a lot of eighteenth century fallacies that we have got to get 
rid of before we can have a decent government. We must take 
the law in our own hands, and that is what this movement aims at. 
I want to call your attention to a pamphlet that is being widely cir- 
culated by the same group of publicists who promoted the Oregon 
plan of direct legislation. It states that there are forty-seven 
boards and commissions created to enforce the law and manage 
the business of the state of Oregon. They have a governor, a 
secretary of state, an attorney-general, treasurer, superintendent 
of instruction, state printer, labor commissioner, thirty-four 
sheriffs, district attorneys, etc., every one independent of all others 
and of everybody else. At some general elections in Oregon the 
voters must choose from 20 to 39 officers. The usual number of 
candidates varies from 80 to 170. Just think of going to the 
polls and asking who shall be governor, clerk, sheriff, attorney- 
general, etc., out of that large number of candidates on the general 
ballot. Does not that reduce the whole thing to absurdity? Is it 
any wonder that there are grafters in such a system, in which a 
voter cannot possibly choose the fit men among so many candi- 
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dates and so many officers? The plan proposed now contemplates 
the election of only the most important officials and the highest 
number to be voted for at any general election would be eight. 
The subordinates, clerks and other employes would be appointed 
by the chief officers after their election by the people. 

Such is the underlying purpose of this Oregon movement. Is 
it likely to be accomplished? It is hard to say. Such methods are 
sure to be destructive of existing institutions; whether they will 
have also constructive results is not sure. In France schemes of 
direct legislation introduced by the local government act of De- 
cember 14, 1789, undoubtedly helped to bring on the Reign of 
Terror. But on the other hand, Switzerland, while retaining 
agencies of direct legislation, was able to make them the means 
of introducing a system of representative government, which I 
venture to say is superior to the English type. It is certainly more 
akin to our own system than to the English Parliamentary system, 
for the Swiss plan, like our own, provides for a fixed tenure of 
executive authority, irrespective of party changes in the legisla- 
tive assembly. Now, while we may not have the Swiss experi- 
ence, yet I feel quite sure we shall not have the dreadful ex- 
perience of France. The spread of these new instruments of 
popular rule means a revolution, but it will be a dry revolution— 
not a wet revolution. 

Even if results be bad, they will be limited in their effects, 
because in reality state authority is limited in its scope. The 
states do not have to stand or fall according to their own ability 
to maintain themselves. They are under the egis of the nation, 
which guarantees to every state a republican form of government, 
so that whatever risks we run in introducing direct legislation we 
are secured against any collapse of order such as took place in 
ancient commonwealths and in revolutionary France. Our risks 
lie in the direction of increased demoralization of public service, 
increased cost of government, increased incompetency of adminis- 
tration, increased decay in state authority. But in all those re- 
spects we are so low down that we cannot drop much farther. 
“ He that is down need fear no fall,” as an old poet says. The 
situation is such that the only hope of reform is by extraordinary 
measures. Desperate cases require desperate remedies. There is 
no way in which the American state can be purged of its corrup- 
tion and provided with efficient institutions of government except 
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by complete reorganization. The most hopeful characteristic of 
the Oregon movement is that it proposed to accomplish that very 
thing. Actual results will doubtless vary greatly among the sev- 
eral states adopting the new agencies. It is not at all improbable 
that with some the outcome will be a system of corrupt ochloc- 
racy in which the demagogue will flourish, but that is an evil 
which will tend to work its own cure by provoking vigorous con- 
stitutional reactions. But come what may, we shall not return 
to the convention system, when once it has been discarded. Al- 
ready experience of the direct primary has given strength to the 
short ballot movement which is the true solution of the problem. 
The demand for efficiency in government has become so urgent 
that it must eventually impress our political forms. When the 
organization of public authority is approached from that point of 
view the need of fundamental change promptly becomes mani- 
fest. This tendency is aided by the instruction in comparative 
politics now given in the schools. A gradual change in the politi- 
cal climate is taking place. Amid all the experimentation taking 
place it would be strange if satisfactory results were not obtained 
somewhere, and as soon as any state hits on a working plan of 
government, approved by actual results, it will spread like the 
commission plan of city government. The democratic tide is 
rising and it will not be many years before we shall see great 
results from its beneficent inundation. 
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Direct Legislation and Direct Nominations* 
By Hon. Jos—EpH WALKER 
Speaker of the Massachusetts House of Representatives 


Within the last hundred years, and especially since the recent 
great industrial development in this country, a marked change has 
taken place in political thought. A century and a quarter ago 
the thought uppermost in the minds of American statesmen was 
how, in a Republic, to secure stable government in the face of 
temporary bursts of public sentiment, and how to protect and to 
safeguard the personal and property rights of the individual 
against the arbitrary will of the majority. This is seen in the 
Massachusetts Declaration of Rights and in the checks and bal- 
ances of the Constitution. Since that time the machinery of 
government, and especially the machinery of political parties has 
been so manipulated by private interests, by special classes and 
by designing politicians for their own ends—ends often incon- 
sistent with the public interest—that to-day reformers are seek- 
ing to bring the government back into the control of the people. 
It is sought to accomplish this result by the simplification of 
political machinery so as to make more directly effective the will 
of the people. 

When the Constitution of Massachusetts was established its 
framers had two distinct ends in view; one was to provide for the 
orderly expression of the will of the majority in law, and the 
other was to protect the rights and liberties of the individual. 
The government of Massachusetts was founded not on the will 
of the majority alone, but rather on justice and right, on liberty 
under law. With the greatest care the rights of the individual 
were protected. 

Samuel Adams said that the people were pleased with their 
present form of government because there was in it “a mixture of 
powers to check the human passions and control them from rush- 
ing into exorbitances.” 

James Madison said: “ The people need to have some check 
against temporary bursts of feeling which they themselves will 
afterwards regret.” 


* Address before the Economic Club of Boston, February 13, rort. 
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John Adams, who drafted the Constitution of Massachusetts, 
put it more strongly. He said: ‘“ We may appeal to every page 
of history for proofs irrefragable that the people when they 
have been unchecked have been as unjust, tyrannical, barbarous 
and cruel as any king or senate. The majority has eternally 
and without exception usurped the rights of the minority.” 

James Bryce, eminent commentator: “ Those who invented 
this machinery of checks and balances were anxious not so much 
to develop public opinion as to resist and build up breakwaters 
against it. No men were less revolutionary in spirit than the 
heroes of the American Revolution.” 

Such was the spirit of those who framed the early constitu- 
tions in this country. 

The Constitution of Massachusetts, like other constitutions of 
that day, provided for certain checks and balances to insure de- 
liberate, well considered and responsible action on the part of 
the representatives of the people. To this end the framers of the 
constitution set up a House and a Senate to act, one as a check 
upon the other. They gave to the governor the veto power. They 
set up courts of laws, which assumed, and necessarily assumed, 
the power to declare acts of the legislature unconstitutional. Such 
is representative government under constitutional restraint. 

Now it must be admitted that all power rests with the people. 
They may set up such government as best conserves their in- 
terests and makes for their happiness. They may make and may 
change constitutions at will. The Massachusetts Declaration of 
Rights lays down the doctrine that “‘ Government is instituted for 
the common good; for the protection, safety, prosperity and 
happiness of the people; and not for the profit, honor or private 
interest of any one man, family, or class of men. Therefore the 
people alone have an incontestable, inalienable and indefeasible 
right to institute government; and to reform, alter, or totally 
change the same, when their protection, safety, prosperity and 
happiness require it.” 

What is a constitution then? It is really a means of self- 
restraint. Representative government under constitutional re- 
straint gives a security to person and property and a stability to 
government impossible under a pure democracy. The funda- 
mental objection to direct legislation is that it is inconsistent with 
constitutional self-restraint. 
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President Lowell of Harvard says: “ In order to make self- 
restraint as easy and unconscious as possible, it is important that 
the people should not be constantly in the habit of organizing and 
passing laws directly.” Again: “It is worthy of remark that the 
Swiss institution of the referendum, while practically long in use 
in the United States for constitutional matters, would be quite 
out of place for ordinary laws, because it would obscure the dis- 
tinction on which the whole American system rests and for this 
reason the growing tendency of the people of the States to take 
a direct part in legislation . . . is a danger, and if it goes too far 
will be a serious injury to our system of government.” 

It is sufficiently difficult to-day for our courts of law to pro- 
tect our individual rights against unconstitutional laws which 
happen to be popular. But what would become of constitutional 
restraint, and so of individual and property rights, if the people 
should make laws directly? 

Courts of law in the name of the people may well keep the 
representatives of the people within the constitutional power 
granted to them by the people. But how can courts withstand a 
mandate coming directly from the people themselves, the people 
who make constitutions and who set up courts of law? 

The objection to direct legislation is therefore fundamental 
and vital. 

I, for one, agree with our forefathers that this government 
should be founded not on the will of the majority alone, but on 
right and justice and respect for the rights and liberties of the 
individual. 

I do not intend to take much time in a discussion of the minor 
objections to direct legislation. It is a cumbersome system at best. 
It assumes a degree of intelligent attention and study on the part 
of the rank and file of busy citizens which, I feel, in the long run, 
they will not give. It does not provide for that kind of attention, 
nor for that kind of face to face discussion, which we find in town 
meetings and in representative bodies. It does not and cannot 
provide for the essential right of free amendment. 

It gives an immense advantage to those citizens, who, for one 
reason or another, are organized. It is dangerous in times of 
excitement and burdensome in times of quiet. It provides, so far 
as it operates at all, for pure democracy which, when tried on a 
large scale, has always failed, and, as I have said, it is incon- 
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sistent with representative government under constitutional re- 
straint, which, in this country, after a trial of more than a cen- 
tury and a quarter, has, on the whole, proved a success. 

The basis of the movement for direct legislation is found in 
a widespread distrust of representatives. It is a common belief 
that representatives, generally, do not look out for the interests 
of the people, but serve, rather, private interests or special classes. 
These private or special interests have so controlled and manipu- 
lated the machinery of government, especially the machinery for 
nominating and electing representatives, that we often find in our 
halls of legislation not true representatives of the people but rather 
agents of these interests. 

I have come to the conclusion that the remedy lies not in 
direct legislation, the objections to which I have tried to point 
out, but rather in simplifying and making more direct our system 
of nomination and of election. At any rate this is the remedy 
which should be first tried. 

The burning question of the hour in Massachusetts is the 
question of direct nominations. Shall the members of political 
parties nominate their candidates by direct vote, each man casting 
his vote for the person whom he wishes to be nominated or shall 
the nomination of candidates be entrusted entirely to party con- 
ventions ? 

How party candidates shall be nominated is purely a question 
of expediency. No principle of government is involved. Hitherto, 
party candidates have generally been chosen by party conven- 
tions composed of delegates who have been elected by the mem- 
bers of the party. 

In theory, a party convention is a body of representative men 
who meet to formulate the policies of the party, to discuss the 
merits of candidates and to select those who, in their judgment, 
are best fitted by ability, character and experience to represent 
the people and to carry out the principles and policies of the 
party. In practice the real selection of candidates is seldom left 
to the convention. Delegates pledged or supposed to be favorable 
to one candidate or another, are chosen. Whenever the members 
of the party express their preference directly by pledging dele- 
gates, the convention becomes an unnecessary and a dangerous 
bit of machinery. It would be far better and safer for the mem- 
bers of the party to vote directly for their candidates. 
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Party conventions have been manipulated by designing poli- 
ticians, by bosses big and little, by private interests and by am- 
bitious candidates to such an extent that the question as to 
whether candidates shall be chosen by delegate conventions or by 
direct vote of members of the party, has become a burning issue 
from one end of this country to the other. 

It is essential to good government that the representatives of 
the people shall be responsible to the people and to the people 
alone. If a representative owes his nomination or his election to 
any private interests or to any politician or boss who is the agent 
of such private interests, his public acts are sure to be improperly 
influenced. The convention is the stronghold of the professional 
politician and party boss. 

In spite of the fact that many conventions are composed of 
honorable men who would not tolerate improper methods, still the 
convention is so often a place for secret trades and agreements for 


the swapping of credentials and for improper manipulation which 


defeats the will of the voter, that I have come to be a firm believer 
in the direct nomination system. 

This system makes more effective the vote of the ordinary 
busy citizen who earnestly desires good government but who can- 
not give much time to politics. Nothing is more discouraging to 
the average citizen than to feel that the effect of his vote is nulli- 
fied by the manipulations of designing politicians. 

As I have said, our machinery for nominating and electing 
representatives should be as simple and direct as possible. But 
let us never forget that good political machinery does not mean 
good government. Good men in office mean good government. 
Pope says: 


“For forms of government let fools contest; 
Whate’er is best administered is best.” 


Let us see to it, then, as good citizens, that whatever our politi- 
cal machinery, we give enough attention to politics to get the 
right kind of men into public office—men who can be trusted. 
Emerson says that “the people know that they need in their 
representatives much more than talent, namely, the power to 
make his talent trusted.” 

We need men who represent the best intellect and the highest 
character of the community, men who are independent in thought 
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and action, men who will do the right rather than the popular 
thing, men who will stand for no special interest, for no special 
class, men who place the public good high above either party 
advantage or personal ambition. The essential thing after all is 
not better machinery but better men. 
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The Oregon System in Practice * 


By Hon. Ropert L. Owen 
United States Senator from Oklahoma 


I feel thoroughly at home in New England and in Boston. I 
am among friends and kinsmen, men of the same blood, ideas, 
and traditions. I come to remind them that the Oregon system, 
with the initiative and referendum, the right of recall, is, in 
reality, a mere revival and restoration in a concrete form of the 
very principles upon which the government of Massachusetts was 
itself founded. 

Your Constitution was established by the “ referendum.” 
Your Governor and General Assembly is automatically “ recalled ” 
annually and your Constitution declares the right of recall. The 
“ initiative” was the soul of the old town meeting of Massachu- 
setts, with its right to propose law and instruct representatives. 


No business asset is more valuable than the privilege to tax by 
law the body of the people for private benefit. The Oregon sys- 
tem provides a thorough-going remedy for this abuse. It has 
put the political boss and the political machine out of business ; 
it has ended private graft on the public business; also corrupt 
practices, the buying of votes, the coercing of votes, the hiring of 
voters for election day, hauling voters to the polls, soliciting 
voters on election day, legislative black-mail, legislative incom- 
petency, neglect or treachery. It has made speedy and satisfactory 
the civil and criminal court procedure. It has established the 
rule of the people, of the intelligence and conscience of the State. 

In Oregon by petition 8 per cent. of the voters can initiate a 
proposed statute, and at the next regular election it must be voted 
on by all the people. The people can thus not only “ petition ” but 
make effective their petition by vote of the people of the State. 
They can thus enact any law they do want, and in like manner by a 
referendum petition of 5 per cent. of the voters they can suspend 
and veto any act of legislature they do not want. By the right 
of recall the people of Oregon can nominate, by a 25 per cent. 
petition, a successor for any corrupt, inefficient or unsatisfactory 
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public servant and by an immediate election depose such an 
official. 

Last November Washington State, by a vote of two to one, en- 
franchised the women. The chief city, Seattle, had a mayor who 
corruptly arranged a private graft on the unhappy women of the 
red light district. The women of Seattle promptly petitioned his 
recall and voted him out of office immediately. Under the new 
system there will not be any red light district. Hopeless poverty 
will no longer yield tribute to vice because under the new system 
all the people can easily make a virtuous living. This has been 
actually demonstrated in New Zealand, where professional pros- 
titution has ceased. 

The Massachusetts Constitution is full of protestation in favor 
of “ life, liberty and the pursuit of happiness,” yet, “ life, liberty 
and happiness ” are measurably denied to millions of men, women 
and children who might enjoy it heartily except for the results 
of organized selfishness in the governing business. 

Modern invention and machinery using the powers of nature 
can easily turn out enough of the things that men desire to supply 
everybody, so that all who make the effort may enjoy luxury and 
so that no one need be denied the necessaries of life or personal 
happiness. Life, liberty and happiness are denied where mo- 
nopoly is enthroned, when opportunity is controlled by the few 
and denied by the many, when the insane doctrine of over-pro- 
duction is gravely accepted, and proper housing, proper food, 
reasonable hours, reasonable labor and personal health is denied 
the multitude under the rule of commercial oligarchy. 

Republican Oregon has found a remedy. Democratic Okla- 
homa has adopted it. Missouri and Montana, Arkansas and South 
Dakota, Nevada, Colorado and all the Western States are follow- 
ing. Illinois voted for it by four to one and the West has been 
deeply rejoiced in the action of your noble Governor Foss of 
Massachusetts in his glorious declaration in favor of this new 
birth of liberty and of self-government by the people. 

In Oregon this system has worked magnificently. It has been 
economic. Sixty-four measures submitted by the initiative and 
referendum have cost the State $47,000—less than $1,000 apiece. 
The “ publicity pamphlet,” giving the argument for and against 
every candidate and measure, is put into the hands of every voter 
fifty-five days before election. The Oregon voter is thus educated 
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in the governing business—a consummation devoutly to be 
wished. Not a single measure has been proposed, much less 
adopted, attempting to assail either private or corporate prop- 
erty. Upon actual test the vote of the professors of the Univer- 
sity of Oregon was identical with the vote of the people, with 
one exception. The professors favored women suffrage, and the 
people defeated it by a small vote. 

How can you expect a thorough-going corrupt practices act to 
be passed by legislators who owe their election to corrupt prac- 
tices? Oregon was unable to pass a thorough-going corrupt 
practices act free from the joker until she got the “ initiative and 
referendum.” 

In the slum districts of Oregon the unintelligent voters elimi- 
nated theraselves by neglecting to vote on proposals of govern- 
ment. Every unsuitable proposal submitted to the Oregon elec- 
torate has been defeated. The laws passed by the initiative and 
referendum have been eminently sound and conservative. After 
eight years of test it has met the overwhelming approval of the 
people and of the best men in that State. 

Yesterday was Abraham Lincoln’s birthday. His great speech 
at Gettysburg declared for “a government of the people, by the 
people and for the people.” The Oregon system is that identical 
thing, nothing more, nothing less. It means the beginning of the 
greatest era of human happiness in the history of the world and 
I am deeply gratified to have an opportunity to contribute to its 
establishment. 

Maine adopted the initiative and referendum in 1908. Let 
Massachusetts place herself at the head of the Progressive States. 
Her glorious history justifies us in expecting nothing less than 
this of this splendid Commonwealth. God save the Common- 
wealth of Massachusetts. 
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By Proressor LEWIs JEROME JOHNSON 
of Harvard University 


It is a very great pleasure to me to be able to say that I agree 
very heartily with much that has been said here to-night. I 
especially agree with Senator Owen, and I agree almost wholly 
in purpose with the other two gentlemen. That puts me in a 
rather difficult position. I will begin with the last speaker and 
work backwards. Mr. Walker contends for direct nominations, 
and rightly. But I have never heard him say, and I have never 
heard any other prominent advocate of direct nominations point 
out—I do not know whether they realize it or not—that direct 
nominations, if carried through in the usual way, may very well 
work as much harm as the system it is intended to displace. I 
have never heard of any direct nomination system except that 
proposed in Wisconsin, which does not embody the plurality sys- 
tem in a highly dangerous form, thus offering special incentive 
and rewards to selfish minorities known as machines. This can 
be met and obviated by a preferential system of voting, and until 
this is done any advantage from direct primaries is pretty sure to 
be short-lived. 

We have heard “pure democracy” derided here to-night. 
“ Pure democracy ” is a “ straw man.” I do not know any human 
being who advocates “ pure democracy,” unless in a New Eng- 
land town or some such small community. Furthermore I want 
to say that I have gone at this matter as a student, as a citizen of 
Massachusetts, and with the responsibility on me as a citizen to 
get somewhere, and also as an engineer, and with the idea, before 
my term of citizenship closes, to have if possible some recom- 
mendation to make, and not simply to know both sides. I have a 
recommendation to make here to-night. It is based on the study 
of our institutions, and of the constitution of our commonwealth. 
I will at one stroke be bold enough to brush aside as irrelevant 
every teaching of history as to the performances of “pure de- 
mocracy ” among a populace that could neither read nor write, and 
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voting in a crowd, in the heat of debate, under the lash of a skill- 
ful pleader. Why should we consider conditions in France at the 
time of the French Revolution as a means of judging conditions 
in the Commonwealth of Massachusetts to-day? The trouble with 
the point of view of the historians is that, learned as they may 
be, they cannot possibly take into account the changes that have 
taken place. More things of industrial and social significance have 
happened in the last hundred and fifty years than happened in 
all the history of the world before. We now have a pretty fair 
degree of universal education in Massachusetts, and things are 
safe now that would not have been safe at some earlier time. We 
are talking about mow, and not about then. We should get what 
help we may out of the past, but we decline to be frightened by 
the past. 

What is the matter with us here? Can anybody imagine that 
the framers of our Massachusetts constitution would be satisfied 
with what they would find were they to return? They said things 
with a little different phraseology than that which Senator Owen 
quotes from the federal constitution. Our Massachusetts men 
did not say anything about the pursuit of happiness. There is 
too much pursuit and too little capture. Our Massachusetts fore- 
fathers named “ happiness,” “ happiness,” “ happiness,” in three 
or four places as the summum bonum of all government. I should 
like to read that Bill of Rights to you, but the time is too short. 
You will find it speaks of safety and prosperity and happiness, but 
not of the pursuit of happiness. And then they started out to find 
a way by which the people of Massachusetts could secure happi- 
ness. They were confronted with a condition. They had means 
of communication and a development of the mechanic arts hardly 
superior to those with which Julius Cesar was familiar, and their 
means of communication were probably not so good as those in 
his time. Well, they started out to secure popular government 
under those conditions. What did they do? They wrote down as 
fine a set of principles as ever were put into print. They declared 
that “ No man, nor corporation, or association of men, have any 
other title to obtain advantages, or particular and exclusive privi- 
leges, distinct from those of the community, than arises from 
the consideration of services rendered to the public.” They also 
declared that, as all power resides originally in the people, and is 
derived from them, the several magistrates and officers of gov- 
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ernment, vested with authority, whether legislative, executive, or 
judicial, are the people’s substitutes and agents, and are at all 
times accountable to them. 

Now, they did the best they could. But what did they leave 
wide open? The thing they had to leave wide open—except as 
they tried to close it by a system of checks and balances—and it 
was the most important thing of all—the control of the results. 
Now, there soon arose an economic and industrial condition where 
legislation came to be of the greatest financial value to certain 
small groups, obtainable very likely at a very small burden being 
put upon you and upon me as individuals. With it arose a very 
great incentive for these concentrated interests to do the con- 
trolling. Somebody—some influence—is going to control. Either 
the public good, the public interest, is the controlling factor, or 
something else will come in and control. As the public good and 
the public interest is the larger thing, something that has a more 
concentrated stake will, when it suits its purpose, see that the con- 
trolling is done, and its task is the easier because what is every- 
body’s business is nobody’s business, and because there is no 
adequate means of offsetting this condition. Is it strange that 
legislatures should be tempted, or that legislation should go 
astray? I am not making any criticism of the gentlemen who 
serve us at the Statehouse. I consider that under the conditions, 
considering their temptations and other difficulties, they do re- 
markably good work. But is it not our duty, as their superiors, 
to provide conditions under which their loyalty to us will be in- 
sured, as far as we can possibly do it, as a matter both of respect 
to ourselves and decency to them? 

Then shall we not take the control of the results into our own 
hands? There are no other hands into which to put it. That is 
the essence of the thing. It is a remedy for a defect in the design. 
As an engineer I see here a magnificent machine, splendidly con- 
ceived, but exposed to risk of improper control. Now let us get 
control of that apparatus. It is ours. Not to make a pure democ- 
racy. We have more sense than that. We are striving for a more 
efficient, more loyal representative system. No democracy, no 
modern democracy, no modern self-governing community has any 
doubt of the value, the indispensability of representative govern- 
ment. Those who do not realize this are not familiar with modern 
democracy. They have merely unthinkingly accepted what their 
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leaders have said. Their leaders have told them this, and their 
leaders have not always wanted to tell the truth. 

It is needful for democracy to know thoroughly well what it 
is after. It is not after direct legislation, or direct nominations, 
or any of these pieces of machinery that have been discussed here 
to-night, except in so far as they all contribute to the attainment 
of the end of government—that is, the happiness of all, and the 
conditions of life which are the best for all—the most accept- 
able, the most humane, the most just conditions, that is to say, 
which the enlightenment of the times can suggest. That is what 
we are after. How can we get it? I take it that it is obvious that 
we should have control of our government and of our laws. 

What about some of these cold-footed critics? Nothing is 
ever proposed, and never has been, about which some person far 
removed from the people—unfamiliar with their problems, their 
anxieties, and their essential love of fair play, hence more or less 
afraid of them—does not voice his timidity in various forms of 
dignified lenguage. But those who know most about men are least 
afraid of them. That is one of the magnificent things in human 
nature—that it stands close inspection. I have seen it from a 
good many points of view besides those which I have gained 
through my experience in a college. I believe with a modern 
American writer that while “ democracy, cheated out of her birth- 
right, is dangerous to friend and foe alike, democracy enthroned 
is tolerant, patient, and just.” When democracy is deprived of her 


birthright and is without normal, adequate means of orderly self- 


expression it becomes necessary to make a violent upheaval. The 
way to avoid such things is to have a rational system by which 
the people could promptly express themselves on public questions. 

It has been urged that the Initiative and Referendum won't 
work under constitutional restraints, and it has been asserted 
even more baldly that you cannot run them under a written con- 
stitution. It never was run anywhere else. Switzerland has a 
written constitution; every canton has; Oregon has; and all the 
rest of the Initiative and Referendum states have written consti- 
tutions. But I see no reason why they might not be run without 
a written constitution. As to the development of government in 
Switzerland, the federal referendum was introduced in 1874. In 
1891 they got the federal initiative. These gentlemen, from the 
academic point of view, say that the initiative is no good appar- 
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ently because it does not need to be used every day to ensure good 
results. That is like saying that your watch dog is no good be- 
cause he does not bite somebody every day. The initiative is 
there. The referendum is there. They produce responsiveness 
in Swiss representative government. We want our representative 
government to be similarly responsive. When it comes to super- 
vising, we want proper means to do the supervising. We do not 
want, in case the distinguished Speaker of our House of Repre- 
sentatives is instrumental in passing some piece of legislation 
which he conscientiously believes is sound, but which we believe 
to be unsound, to be compelled to retire him. We would prefer 
to retire such occasional law and return him a loyal public servant 
with honor to his seat. That is the way they do in Switzerland. 
A man there gets into legislative office and stays there as a gen- 
eral thing until he resigns. They do not try to punish men and 
laws with the same stroke. They do not have to punish men 
much, and they do not have to punish laws very much. Only get 
the design of the political system right, the form of organization 
right, and things are very much simplified. Democracy can begin 
to do itself justice. 

As to the remark of President Lowell, referred to by my pred- 
ecessor—that was written in 1897 or 1896; experience with the 
initiative so-called was then restricted in the main to Switzerland, 
and not very much had actually been done with it. But since that 
time the initiative in Oregon has obtained every important ad- 
vance in legislation since its adoption. 

Speaking of Switzerland, I have heard something about the 
conditions. I have been looking up Swiss affairs, and I find that 
fifty years ago in the canton of Zurich they were talking about 
this question of popular government pro and con much as with 
us here and now. Zurich is the most important canton, indus- 
trially, financially, and educationally, of all the cantons in Swit- 
zerland. In the early sixties it was under a “ pure” representa- 
tive government—as “pure” as that of Pennsylvania. People 
minded their own business and trusted their honored legislators, 
who were entrusted with power and subjected to temptations 
they could not withstand. Well, they did not stand “ pure ” repre- 
sentative system very long. That was the time when we were 
engaged in a civil war. We were next absorbed in the “ develop- 
ment ” of our great natural resources. We are now putting some 
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sort of intelligent fundamental thought on our political institu- 
tions as the Swiss did fifty years ago. I want to read you a few 
extracts from a Swiss work, “ The History of Switzerland in 
the 19th Century,” written by Curti, the editor of the Frank- 
furter Zeitung. He says that in 1866, as part of the democratic 
movement, a man published a pamphlet reflecting upon the in- 
tegrity of the judiciary, reflections being made upon what he called 
“Das System ”—I do not know whether our fellow citizen, Mr. 
Lawson, plagiarized the term—well, that pamphlet reflected on 
the judiciary as corrupt, and it made a great sensation. In a con- 
dition where the interest in political life had become so flaccid 
and paralyzed,.so limp and apathetic, that hardly a fifth part of 
the voters took the trouble to appear at the elections to the national 
council, there arose a civic zeal without parallel. “ The democratic 
leaders emphasized how much the popular interest had been neg- 
lected, and how the people had lost their political sense, and no 
longer knew their true needs. Not only ‘everything for the people’ 
—Alles fuer das Volk—but ‘everything by the people ’—Alles 
durch das Volk—shall henceforth be the watchword. Direct leg- 
islation will teach the people again to know the state, and will re- 
strain their representatives from wandering upon unseemly paths. 
The referendum will help against the sins of commission, the initia- 
tive against the sins of omission.” Then they asked “ What kind 
of a system is this of which we speak? ”’—this was nearly fifty 
years ago— The system imposed by the coalition of the banking 
interests, the railways, and the cliques, and the government from 
behind the scenes.” [Ger., Koulissenregierung.| What do you 
think the opponents said? They said, “ The people do not want to 
bother with the job of frequent elections and the making of their 
own laws. That might have done for the Greeks and the Ro- 
mans who had slaves. But the people of Zurich are hard-work- 
ing, home-loving people who will not presume to make their own 
laws.” Well, now, they did decide to make their own laws, and 
inside of six or eight years they had the referendum on the whole 
federal government, and in a few years more they had the initia- 
tive on the federal government. 

What has happened now? The development of popular con- 
trol over legislation has gone far. The people like it. The people 
have got what they wanted. The legislative department in some 
cantons now amounts simply to a committee for framing laws. 
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They have no final power over any legislation. But the people of 
Zurich have in this way made their cantonal council practically 
what our constitutional conventions have been—the most honored 
representative bodies the country has ever known. Every im- 
portant law goes to the people of the canton of Zurich—goes to 
the people for final ratification before it is passed. That is be- 
cause they want it. It is the best governed democracy the world 
has ever seen—for efficiency and all that. Not that direct legis- 
lation is such a wonderful thing in itself. But it is an educator. 
The proper foundation for good government is a highly educated, 
highly developed, highiy intelligent electorate, and you cannot get 
it by any scheme that keeps power out of their hands. That is 
the fundamental thing. The government cannot rise any higher 
than its source. Therefore let us make the source just as high as 
we can. And the way to do that is to take into our hands the 
power which will enable us to do it. Of course, mistakes may 
be made. But that is no new phenomenon in legislation, and 
the remedy will be prompt. But when it comes to popular passion 
and clamor, let me point out that the cry of mob rule is a very 
easy thing to raise, and a very natural thing to raise by a person 
before he grasps the full proposition. What about mob rule? Do 
you suppose it would furnish any better—or worse—exhibition 
of mob rule than sometimes occurs in our political conventions? 
Take even our much praised town meeting—and I hope that will 
come home to you, although some of you may not have had the 
advantage of being brought up in a Massachusetts town. The 
Massachusetts town meeting is, as you know, a place where the 
vote is taken in the heat of debate, by concerted action of a crowd. 
And in such a meeting there is often very bitter, acrimonious dis- 
cussion, frequently with the rankest appeals to race prejudice and 
to religious prejudice. If that is not mob rule it comes as near 
to it as you can get. We get away from all this by the popular 
vote after weeks of discussion, voting going on all day in the quiet 
and isolation of our voting booths. 

Now we have to have some programme. The situation is this. 
Suppose the legislature had for years declined to pass a suitable 
corrupt practices act. The work of gentlemen with a little energy 
in their vitalk—which would only develop under such circum- 
stances as these—would be to get together, find out the best 
practice ever known in this world, draw it up in the form of legis- 
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lation, go over the country with it and consult the sages, such 
men as Governor Folk, Governor Hughes, President Eliot, and 
others. In this way could be drawn up the best legislation on this 
subject this world can conceive, with the knowledge all the time 
that no meddlesome legislature would be able to mutilate it. Even 
if there were things there that ought not to be there, the measure 
could be amended later. If the people did not like it, the people 
could vote it down. That is the way they do in Oregon. We in 
Massachusetts propose to do a little better. Here is House Bill 
No. 365, drawn up by the Massachusetts Direct Legislation 
League. We have taken a leaf out of the admirable example set 
by the state of Oklahoma. We propose here to get the best out 
of our legislature. In Oregon they had reached a point where 
they could not conceive of any such thing. But we are by no 
means of that frame of mind. We propose to have our legislature 
increase in usefulness and dignity. We propose that the initiative 
measure shall in all cases be presented to the legislature, and if 
they can improve it, as they frequently might, let them present 
their amended measure to the people alongside the original bill, 
and let the people say if they want either and which. If they say 
they want both, let the points in conflict be decided in favor of the 
bill having the larger support. 

I am now talking about a specific bill. We have the most 
carefully and conservatively drawn referendum and initiative 
measure we could get up—it is built on Massachusetts principles, 
and every one concerned in drafting that bill was of Massa- 
chusetts ancestry. It is not an importation. It is a straight piece 
of Massachusetts work. Under those circumstances I believe 
there is an opportunity for Massachusetts that we have never 
seen paralleled. Consider two or three things. A legislator now 
who has an idea of a good corrupt practices act draws up a bill 
with the absolute certainty that he has got to pull and dicker and 
haul, and if the thing could be recognized by its author by the time 
it got to the governor he would be surprised. What incentive is 
there for a man to bother himself under such conditions as that? 
Now under this system of initiative and referendum a body of 
citizens, without having to spend time or money to get into office, 
can work at that bill for ten or fifteen years. They do not need 
to strive to remain in office. As long as they stay alive they are 
in office, and their best effort under public discussion and advice 
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can be got into legislation. That brings into the service of the 
state the very best talent there is in the state with the knowledge 
that their bill can be acted upon by a court of final appeal without 
the change of a comma. At the same time we have all the legis- 
lature at our disposal. We lose nothing. We gain much. We 
take nothing from the legislature except its power to do harm. 
We add to the legislature an immense opportunity to do good, be- 
cause we relieve it of an enormous portion of its greatest diffi- 
culties. The legislature ceases to be an attractive object to the 
tempter, becauses it cannot deliver the goods. It ceases to be an 
attractive residence or locality for those who would be tempted, be- 
cause the tempting business has ceased to be so profitable. The 
legislature may be expected to have a very much larger propor- 
tion perhaps than it has now of highly honorable citizens who will 
not only be honorable when they go there, but will be honorable 
all the time. And finally let me say, don’t let any office-holder fool 
you into the idea that this is any attack on representative govern- 
ment, or any attempt to revive the Athenian mob—that is the 
creature of his own fond imagination, pure and simple. 

Do you imagine that there has been any attack on representa- 
tive government? Every canton in Switzerland, every one of 
these American states, has representative government. But there 
is one canton in Switzerland that you should be reminded of. It 
is the only one of the twenty-odd cantons which has no trace of the 
initiative and referendum. I am speaking of Fribourg. It has 
“ pure” representative government just as Pennsylvania has. It 
is a little canton with only 140 odd thousand inhabitants. But it 
is just as rotten as a “ pure” representative system might natu- 
rally be expected to become. It is called “ pure,” but it smells to 
heaven. The canton bears the heaviest per capita debt of any can- 
ton in Switzerland. There is a boss who controls the banks, who 
controls the promising openings for young men, and divides up 
with the leaders in religion and education. He does the nominat- 
ing, but lets the people do the electing. He is the real management. 
Now the people of that canton know the way out. They know that 
the way out is through the initiative and referendum. They sub- 
mit their petitions for that purpose to that “ pure ” representative 
government, and they are treated with absolute contempt. The 
only way in which the people can get what they want is against 
the deadly opposition of that whole machine. 
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Massachusetts Wants the Initiative and Referendum 


For efficiency and economy the Swiss government under this 
system of initiative and referendum has become proverbial, and 
we can do the same. We can make this commonwealth worthy 
of the best traditions of our fathers. I believe they would have 
taken up the initiative and referendum at the start if they had 
had the mechanical development, the railways, and the other 
mechanical things and means of communication that make them 
possible to-day. I therefore ask you to support House Bill No. 
365. You will do it, I hope, relegating the fears of the timid to 
the category with the fears expressed when the railroads were 
introduced, to the effect that railroads would slaughter their pas- 
sengers by sheer rapidity of motion. 
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Business Insurance and Its Relation to Accounting 


Procedure 


By JoHN Y. RICHARDSON 


For the purpose of opening up a discussion on a matter of 
accounting theory on which the writer has recently been called 
upon to advise a client, and also because I think the matter is 
of sufficient interest to be debated, I submit the following prop- 
osition and the resultant advice submitted to the client in ques- 
tion : 

Mr. Jones was the president and largest stockholder of a 
large manufacturing concern. He took over the property about 
ten years prior to his death, when it was practically in a state of 
insolvency, and during the ten years of his administration suc- 
ceeded in building up an immense and profitable business by 
reason of his ability and personality. 

The directors of this corporation, realizing that the ability, 
energy and personality of their president would be very hard to 
replace in the event of the loss of his services by death saw fit 
to insure his life for the sum of $25,000.00, the beneficiary being 
the corporation. 

Mr. Jones recently died and the corporation in due course 
collected the claim from the life insurance company, and called 
upon the writer for advice relative to the proper accounting of 
this $25,000.00 cash receipt. The advice given was as follows: 

We believe it will be admitted, and the record gives such evi- 
dence, that the personal services of Mr. Jones to your company 
brought to the company greater profits than would be the case 
without the services of Mr. Jones, unless some other person could 
be acquired to give services of equal value to those of Mr. Jones. 
With the loss of Mr. Jones the problem of obtaining services of 
similar value arises and upon the appointment of anyone as his 
successor the question of whether or not the services so acquired 
are of equal value to the company cannot be determined until 
some time in the future when there has been actual performance 
instead of prospective performance. There is no one in the world 
whose services are absolutely essential and who cannot be success- 
fully replaced. Anyone with sufficient capital can at any time 
buy and build a plant and secure material, but capital serves 
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relatively a lesser importance with relation to the acquirement of 
an organization. Time is essential to the obtaining of this or- 
ganization, or of an organization head, as no matter how great 
the ability, particular experience must be acquired to render 
that ability capable of the greatest efficiency. Upon this theory 
we contend that the company, having lost the services of its grow- 
ing head, will not be in the same position as formerly until Mr. 
Jones’ successor shall have positively developed the same ability 
and advantage as the company formerly held. Until the time of 
such definite determination it is proper to assume that the busi- 
ness of the company will not be as satisfactory as before and con- 
sequently that the profits will be diminished. This view is, of 
course, theoretical, but it is of the same nature as the principle 
which causes a reserve to be set up as against the contingency 
of a loss coming from the holding of a large amount of accounts 
receivable or of a large stock of merchandise, a portion of which 
is liable to become dead stock. 

Accordingly there must be some arbitrary determination of 
the period allowed at the end of which the control of the organi- 
zation will be as satisfactory as it was before Mr. Jones’ death. 
There can be no fast and hard rule for this, and this case must be 
considered in connection with a view of its affairs greater than 
we have. Unless there be certain conditions leading to a con- 
trary view, we express the opinion that three years should be 
taken for this assumed period. In anticipation of this situation 
arising, the company obtained insurance in its favor in the sum 
of $25,000.00 for the purpose of covering the loss coming to it 
and now mentioned. This insurance asset now acquired is vastly 
different from a claim for a loss from fire or lost accounts. The 
recovery of fire insurance or account loss insurance restores the 
destroyed asset in another form, but of equal value, and that is 
the end of it. After the plant is destroyed by fire the recon- 
struction thereof with the insurance money ends the transaction ; 
and, of course, the same situation results with respect to the re- 
covery of insurance from an account loss. But with the present 
case the situation is very different because the actual amount of 
the loss can only be approximated and the loss does not take place 
wholly at one time, but continues for an indefinite period in the 
future, which for accounting purposes we must estimate. 

We consider that the credit for the receipt of this $25,000.00 
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should be to a reserve account and it should in no way at this time 
be taken to the profits. Having placed the accounts in that posi- 
tion it is not necessary to determine immediately and definitely 
the period to which it shall apply and we would advise that it 
simply be kept in such reserve until at least the end of the fiscal 
year, and then when the accounts are to be reduced to a balance 
sheet form again, consideration must be given to the reserve still 
standing and a determination may be properly reached as with 
every other account upon the books as to the extent to which the 
reserve should be further continued. At the end of the year and 
with a view of the year’s business as compared with the business 
of former years, the company will be in better position to deter- 
mine more fairly what loss, if any, has come by reason of having 
the services of a new executive head. It can be imagined that the 
new head may carry on the business even more successfully than 
Mr. Jones and the situation of the company at the end of the year 
may be as good or better than it was at the beginning of the year 
when Mr. Jones was alive. If that is fairly the situation this 
$25,000.00 reserve could be transferred. On the other hand, 
however, since the advice of the accountant must always be to- 
wards conservatism and against the general desire of the directors 
to place the results of their administration in the most favorable 
light, we bring down our advice to you in this matter in the 
following concrete form: 


1. The insurance claim should be credited to a special 
reserve acocunt and there held without in any way 
entering into the profit and loss account. 

2. At the end of the present fiscal year the situation 
should be determined along the lines herein referred 
to and a portion of the reserve, not exceeding one- 
half, and preferably one-third, should be transferred 
to surplus, upon the theory that the purposes for 
which the reserve was established no longer or only 
partially exist. 
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Principles and Methods of Scientific Management* 


By FrReperiIcK WINSLOW TAYLOR 


The Labor Unions have without doubt rendered a very great 
service to mankind in shortening the hours of labor, in bringing 
about better working conditions, and in forcing better wages for 
working men throughout the world. In this the working labor 
unions of England have led the world, but these unions have also 
led the world in another direction that is doing almost as much 
harm as the good which they have done in this; and our unions 
are fast following in their steps. 

There is hardly a Labor Union in the world that has not in 
some way restricted the output of its members; that does not in 
some way make laws which restrict the output of the working 
men. This is pre-eminently true of the English Labor Union, 
and to my mind is responsible for the great upheaval that exists 
now in England, because of the lack of employment for a large 
percentage of the people through a long term of years. 

Now, in this restriction of output the Labor Unions are just 
as honest, and just as straightforward, in my judgment, as they 
have ever been in all other matters, and I want it understood 
clearly that I have a profound sympathy for the working man. 
My greatest interest in life is that of forwarding the interests of 
the working man, not as against those of the employer, but along 
with those of the employer. Of the two sides my feelings should 
naturally be not only in sympathy but in interest with the working 
side. Therefore in my criticism of this one great defect of the 
labor organizations throughout the world I want it understood 
that I fully sympathize with them. I believe they are strictly 
honest and straightforward in their restrictions of output. There 
are two fallacies which cause working men to restrict output. The 
first of these is that in their particular trade, in their line of work, 
there is only so much work to go around each year; and if each 
man in the trade were to double his output then it becomes per- 
fectly evident that a few of the men would have to be idle, and it 
is the fear of throwing a great number of men out of work that 
causes them to restrict their output. The second cause that re- 
stricts output has to do with the managers rather than with the 
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working men. It has to do with the unfortunate systems of man- 
agement which have been almost universal, and which make the 
deliberate soldiering, deliberate restricting of output a necessity for 
working men, if they are to hold their own in the struggle with 
their managers. So the working men are no more to blame for 
this cause of the restriction of output than the managements are. 

Now, what I want to try to point out is that every man, every 
working man or manager, who restricts output or who restricts 
the output of his men, is doing about the worst crime he can 
toward his fellow men. Nothing is much worse. 

The wealth of the world comes from two sources: first, what 
the earth produces; and second, what man produces. Money is 
in no sense wealth. It is merely the means which I take to ex- 
change what I produce for what you produce. Intrinsically it has 
no value whatever, and therefore let us drop the wage question 
and the money question from the consideration of this great prob- 
lem of restricting output. 

‘It is perfectly clear that as you restrict the output of the men 
who are creating one half of the wealth of the world, you are 
simply preventing a whole lot of good things from coming into the 
world which would be distributed in the course of the next year 
among the people in the world. That is what you are doing when 
you restrict output. You are preventing great improvement and 
useful things that would be used by coming into the world, and 
the men who suffer most from this restriction of output are the 
poorest people. They are the great consumers in this world, and 
a very small fraction of the world’s output is consumed by the 
rich people. A greater part is consumed by the poor people, and 
therefore any restriction on the part of working men, or on the 
part of the company, is a stab at the producer, the working man, 
more than at any other class. 

I want to make that perfectly clear, because the first object 
of scientific management is to increase the output, and if it 
is a bad thing for mankind to increase the output of the indi- 
vidual, then scientific management is a bad thing for mankind. 
I find that so many people have a doubt in their minds as to 
whether it is a good thing to increase the output in the world, it 
seems most important to dwell upon this side of the subject. 

The average man in the average trade is always afraid of any- 
thing which will increase the output of his trade. The world’s 
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history shows that whatever has tended towards increasing the 
output has invariably met with the opposition of most of the 
men working in the trade, but in spite of that the world’s his- 
tory shows that steadily the output of the world has increased, 
and in the last 100 years it has increased by leaps and bounds. 
The one great feature of the last 100 years in the industrial world 
has been the immense increase in individual output. That has 
been due to the introduction of labor saving machinery, and yet, 
at every step, every new and more efficient machine which has 
been invented has been opposed by the men working in almost 
every trade. 

Now, let us have one example which will illustrate the fact 
that just as fast as you increase the output you increase con- 
sumption. Just as fast as you bring useful things into the world, 
the world will use them, if they are only brought in in the proper 
balance. It is lack of balance of output which means over-pro- 
duction. You cannot bring in too many good things, if they are 
only brought in in the proper balance. Let us have one illustra- 
tion of this. 

In the year 1840, or thereabouts, certain power machinery was 
introduced into the cotton industry of Manchester, England. 
There were, I believe, 5,000 weavers at work in Manchester, Eng- 
land. These men, foreseeing that the power looms and the power 
machinery generally would immensely increase the output, fought 
its introduction to the best of their ability, and there were great 
riots and smashing of the machines, and tearing down of the es- 
tablishments that were introducing the power looms in the place 
of the old hand looms. There were then 500 cotton operators in 
Manchester. The present power looms of the present cotton 
machinery will produce from six to ten times as much per man 
as was produced in the early 40’s in Manchester before the power 
machinery had been introduced on a large scale. There are now 
260,000 cotton operators in Manchester, England, each of whom 
can now produce six to eight times as much cotton cloth as was 
produced in the old days when they rioted for fear that some of 
the 5,000 men engaged in that industry would be thrown out of 
work. But what is the meaning of all this? It simply means that 
now every man and woman and child throughout the world al- 
most, even in China, wears cotton goods, whereas in the old days 
it was a luxury. What was then the raiment of kings, purple and 
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fine linen, has become the every day wear of every man, and wom- 
an and child throughout the world. 

Consumption has always kept pace with the increased power 
of productivity of the man. Thousands of illustrations of this 
sort can be given, but this may suffice to impress upon your mind 
the fact that about the greatest crime that can be committed 
against the poor people of the world is this restriction of output. 

Scientific management is not a new or untried theory. It began 
some thirty years ago with a very practical endeavor to remedy 
some of the glaring defects in industrial management and it has 
been a gradual evolution from year to year in which very great 
numbers of men have had their parts. So far from being theory, 
I think I should say that the principles of scientific management 
have only come to be studied and formulated within the last five 
or six years, whereas they have been practiced during the last 
thirty years, but the men who have been foremost in the introduc- 
tion of scientific management have been too busy in the practical 
work to stop very long to consider what they were, or at least to 
formulate them into words. 

On the side of the management, the good which has come from 
scientific management—that is, to the companies who have em- 
ployed it—is shown in the fact that they have about doubled the 
pay of the men, with shorter hours, and this has resulted in a ma- 
terial lowering of the cost price of manufacture, and given a larger 
profit to the company who are using scientific management. At 
the same time the selling price of the article was reduced and in 
that way the public has benefited. Now to the workmen has 
come the chief gain, a greater gain on the whole than to either 
the public or the company. There are some 50,000 persons work- 
ing under the principles of scientific management, and these men 
are receiving from thirty to one hundred per cent. higher wages 
than is paid to other men around them in other competitive busi- 
ness. This, however, is not the greatest good that has come to 
them. In most cases they have been given higher and more in- 
teresting and a better class of work than they have before. The 
work is far more interesting and far more important to them 
from the fact that it has become logical instead of haphazard 
as it was before. The greatest gain, however, that has come to 
the working man has been that under scientific management the 
best friends they have in the world are their employers. 
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Now, that is quite a broad assertion, but I wish merely to 
give one or two facts to illustrate it. In the thirty years in which 
scientific management has been in use, there has never been a 
single strike of men working under scientific management, al- 
though it has been applied to an immense number of variety of in- 
dustries, in all of which, I think, during that time there have been 
repeated strikes. This is not mere accident. It is not due to the 
fact that one trade was exempt. It is due to scientific manage- 
ment. That is perhaps the greatest good that has come. In order 
to make the principle of scientific management clear to you I 
want to outline what I think will be recognized as the common 
basis of ordinary management. This is necessary in order prop- 
erly to contrast the new management with the old. 

If we have a company employing say five hundred or a thou- 
sand men, there will be fifteen or twenty trades, ordinarily, in 
that company. Now, each of the men working his trade, has 
acquired his knowledge, not from books, but just as knowledge 
was acquired in the Middle Ages, by watching some one else close 
to him; by talking with the men around him; by being told and 
shown the best way to do things to a certain extent, and perhaps 
in nine cases out of ten merely standing by and watching some 
one else working, then imitating him. The trades are trans- 
mitted now just as they were in the Middle Ages. 

I can say on my own account that during the years that I 
have served my apprenticeship as machinist, for example, that 
all the reading I was able to do, in order to help myself to learn 
that trade, could probably be put into three and one half hours. 
Of course, now many more books are available, but at that time I 
think that was all the reading I did. 

I think that fairly illustrates about the way in which a trade 
has to be learned. Still this great mass of knowledge, of tradi- 
ditional knowledge, that has come down through the ages and been 
handed from mouth to mouth, or rather from hand to eye, through 
thousands of years is the survival of the best of the world’s 
knowledge, and it is the great possession of every tradesman. It 
is his only asset. 

Now, the company, or the management, that is half way in- 
telligent, realizes that on their side they possess but a small 
fraction of this large mass of traditional knowledge which is 
the possession of the working men, and their great object comes 
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to be, therefore, getting, or securing the initiative of their 
workmen. 

Now, by that word “ initiative,” I mean the hard work, the 
good will, the ingenuity, everything that the workman can give 
which is of benefit to his employer. The first object of any in- 
telligent management ought to be to secure the initiative of every 
workman. Any man who knows anything about applied man- 
agement knows that he cannot hope to get the initiative of the 
workmen unless he gives them far more than he ordinarily gives 
workmen. He must give them some incentive—either piece work, 
or the hope of reward, the hope of promotion, or better condi- 
tions, or in all probability the union of several of these elements. 
Now this management in which all the initiative of the work- 
men is obtained is very rarely found; in not one case in per- 
haps one hundred do companies even approximate all the initia- 
tive of the workmen. In most cases the workmen feel it to be 
to their interests to give just as little work as possible for the 
wages they are receiving, and to make their employers think they 
are giving a full day’s work. That is what I did when I was a 
workman. That is what every workman will do if he understands 
his business, and if he understands the relationship which exists 
in ninety-nine cases out of a hundred between the workman and 
the employer. So it is very rarely that the real initiative of the 
workman is obtained by the management. That is the case I 
want you to have in mind. I am going to try to show you why the 
principles of scientific management, when properly applied, must 
inevitably lead to enormously greater output, to better conditions 
generally on both sides than are possible under this regime, be- 
cause of the initiative and the incentive, when the workmen give 
their true initiative, and in return receive some incentive. 

Under scientific management that initiative of the workmen is 
in all cases obtained with absolute regularity, and to a far greater 
degree than is possible under the present management, without 
the incentive. The workmen under scientific management in- 
variably work faithfully and hard; they give their ingenuity; 
they give their good will to their employer. These are the first 
advantages which scientific management gives over the old type, 
and the reasons I will try to give later. I merely make that as an 
assertion now. 

There is still a greater advantage which accompanies scien- 
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tific management even than all these. Under scientific manage- 
ment the management itself takes on new burdens, new duties, 
new responsibilities, never dreamed of in the past. The new 
duties undertaken by the management count for more even than 
this initiative which is obtained from the workmen. These new 
duties are divided into four groups, and they amount to so much 
that it is rather difficult at first to believe it possible for the man- 
agement to undertake them. 

The first of these is the gathering in of this great mass of 
traditional knowledge which, in the past, has been in the heads, 
muscles and in the bodies of the workmen in the form of “ knack ” 
and “inheritance,” and quick ways of doing things that are al- 
most unconscious. After this great mass of traditional knowledge, 
which in the past has been the asset of the workingman, has been 
gathered in the hands of the management, it is recorded, classified, 
and finally reduced to laws and rules—and in many cases mathe- 
matical formule—which are of immense help in the great scheme 
of co-operation which takes place between the management and 
the workingmen in increasing the general output for the two. 
The first great burden, then, that is assumed under the scientific 
management is the development of a science, where in the past 
has merely existed the rule of thumb. 

The second duty undertaken by the management under 
scientific management, is the careful scientific selection of the 
workman, and then his progressive development until he is fitted 
to do the highest and best class of work for which his abilities 
qualify him. The management deliberately undertakes to make 
a selection of the men, and then undertakes their gradual, scien- 
tific personal development. Every man under scientific manage- 
ment, every workman, becomes the subject of special study and 
special attention from those on the management side, and the 
attention is not an endeavor to drive him to harder work than he 
ought to have, but it is an endeavor to develop the man into the 
most efficient and finest man that he is fitted to be. 

The third of the three great duties undertaken by the man- 
agement under scientific management is the bringing of the 
scientifically selected man and the science together, and that is a 
large burden in itself. You may develop your science, and you 
may select and train your workmen, but unless there is a great 
deal of co-operation which induces your workmen to work in 
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accordance with the laws of scientific management, he will work 
in his own way and any way. The secret is that under scientific 
management a very large part of the work generally done by 
the workmen is transferred to the management side, and those 
in the management actually do a greater part of the work which 
was formerly done by the workmen. There is a more equal 
division of the work done between the two sides, the workmen 
on the one side and the management on the other. To this ele- 
ment, more than any other, is due the fact that there has never 
been a strike under scientific management. It is impossible for 
any two sets of men helping each other to have any differences 
that will amount to anything, and if they do quarrel violently 
they will either leave each other or else they will get to be friends. 
That is the great quality of scientific management, that the work- 
men and their employers are friends instead of enemies. 


(To be continued.) 
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EDITORIAL 
Meaning of the Anti-Trust Act 


The decision of the Supreme Court in the Standard Oil case 
raises two questions of importance; first, on what grounds was 
the defendant found guilty? second, is the Court justified in writ- 
ing the word “ unreasonable” into the Sherman Anti-Trust Act? 

The first of these questions has received practically no atten- 
tion whatever from the public press, for most of the newspaper 
editors in the country have long been convinced that the Stand- 
ard Oil Company is or has been guilty of nearly every possible 
wrong practice. The great American public, furthermore, has 
been practically unanimous in this opinion. So much has been 
written in denunciation of this great business, and so little effort 
at defense has been made by its friends, that the average citizen 
does not think there can be the slightest doubt about the guilt of 
the defendant. Nevertheless, a person disposed to be impartial, 
and to base his judgment upon the testimony in the voluminous 
record, must be curious to know upon what grounds the Supreme 
Court found the Standard Oil Company to be a monopoly in un- 
reasonable restraint of trade. 

In the bill filed by the United States it was alleged that the 
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company had been guilty of many and various violations of the 
law. It was charged that it had formed combinations with cor- 
porations which were nominally competitors; that it had sought 
to make real competition impossible ; that it had sold at low prices 
where competition prevailed and at high prices where there was 
no competition; that it had forced competitors to sell their re- 
fineries at ruinous prices, and then dismantled them; that it had 
intelligently and successfully schemed to ruin its rivals; that it 
had charged higher prices for its products than were justified 
by the law of demand and supply ; that it exercised unfair control 
over pipe lines ; that it had entered into secret and unlawful agree- 
ments with railroads; and that its profits were exorbitant. 

The Court does not specifically find the company guilty in 
respect of any one of these allegations. Here in brief are the 
reasons for the adverse decision: 

(1) The combination effected by the company gave it a vast 
power and control over the trade in petroleum and its products. 

(2) The facts show that the combination resulted in a monop- 
oly of a substantial part of interstate commerce in oil. 

(3) The combination of numerous oil companies operated to 
destroy the “ potentiality of competition.” 

(4) The various means of combination that were resorted to 
are evidence that greater power was sought than could be ob- 
tained by normal and reasonable business expansion. 

(5) Numerous acts of the corporation, or of persons con- 
nected with it, lead irresistibly to the conclusion that the domi- 
nant principle of the company has been monopoly. 

These reasons will undoubtedly be satisfactory so far as the 
public is concerned, but they are certainly not specific. Business 
men who are responsible for the control of large enterprises will 
not find any guide posts in this decision. It does not tell them 
what they may do, or what they may not do. In this respect, from 
a layman’s point of view, the decision is surely unsatisfactory. 

With respect to the point raised by the second question the 
decision meets with general approval. When the Anti-Trust Act 
was passed in 1890 no one dreamed that it would ever be inter- 
preted in such a way as to prevent the normal expansion of busi- 
ness enterprise. The law condemned all restraint of trade as 
illegal. It was, however, assumed that the phrase “ restraint of 
trade’ was intended to include all acts and practices preventing 
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rivals from engaging in the trade, and not that it prevented the 
growth of an industry through the lawful acquirement of the 
property and business of rival concerns. Throughout the nine- 
teenth century the tendency of industry was toward a larger and 
larger scale of production. The same tendency prevailed in the 
field of distribution or marketing. A concern which produces and 
markets on a large scale is able to render the public the greatest 
service at the lowest possible cost. In 1890 no one imagined that 
the Sherman Act was meant to serve as a check upon this tendency. 

To lessen the number of competitors in a field of industry is 
not necessarily an act in restraint of trade. Indeed, its motive 
and result may be an increase of trade. If competitors are driven 
from the field by unfair methods, by “ cut throat” competition, 
by a forestalling of the market for raw materials, or by secret 
agreements with common carriers, all business men will agree 
that the Sherman Act has been violated. But if a corporation, 
as a result of skillful management, has grown and gradually ab- 
sorbed the business of many of its rivals, without having been 
guilty of the obnoxious practices which have for centuries been 
the earmarks of monopoly, we are certain that the best business 
men of the United States will insist that such an enterprise has 
deserved its success and has not been guilty of restraint of trade. 

The courts, unfortunately, have not thus interpreted the 
phrase “ restraint of trade.” They have held that any act of a 
corporation which results in the lessening of competition, or in 
the reduction of the number of competitors, is restraint of trade 
within the meaning of the Act. It is this interpretation of the law 
which has caused so much unrest and anxiety in business circies 
during the last decade. 

The decisions just handed down in the Standard Oil and To- 
bacco Trust cases, taken together, give the Sherman Anti-Trust 
Act the meaning which it undoubtedly had in the thought of the 
men who framed it. The Supreme Court has practically inter- 
preted the phrase “ restraint of trade” in harmony with the views 
of economists and business men. In effect, the Court declares 
that no restraint of trade is illegal unless it is unreasonable, de- 
structive and monopolistic. The Court lays down no rules for 
the testing of the reasonableness of business combinations ; that 
would be a difficult if not impossible task.. The managers of a 
corporation learn from the decision, not what specific things they 
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may or may not do, but simply this, that in pushing and enlarging 
their business they must beware of any conduct or policy which 
would justify in the mind of an impartial business man the con- 
clusion that they are seeking to create a monopoly through meth- 
ods commonly admitted to be destructive, unfair and illegal. 


The Oregon System 


Through the courtesy of the Economic Club of Boston, the 
JouRNAL is privileged this month to present to its readers a very 
interesting discussion of the Oregon system of popular govern- 
ment, which is now being advocated as a means of solving some 
of our most vexing political problems. Although the precise 
nature and workings of the system are imperfectly understood 
by the average citizen, it has been very generally welcomed by 
those—and there are many—who feel that legislation should be 
subject to the more direct control of the people than is now the 
case. It is, however, as some of the speakers well pointed out, 
very different in its operation from many of the systems of popu- 
lar government of the past, all of which have broken down by the 
weight of the power and the burden they have placed in the hands 
of the people. 

It seems to be generally agreed that the most meritorious 
features of the Oregon system are the initiative and referendum, 
and that these derive their value not so much from the exercise of 
the privilege which is given by them to the people, as from the 
fact that they serve as a check against any ill-considered or dis- 
honest legislation. Popular government, strictly speaking, has 
few advocates among economists to-day. The business of gov- 
ernment is best conducted by those who have made it their spe- 
cialty and who are elected to perform its functions. At the same 
time it may be a wise precaution to place in the hands of the 
people some instrument whereby they may exercise directly the 
power that is theirs by right. 

The tide of public opinion is unquestionably setting toward 
more popular government at the present time and the movement 
must result in some changes in our political machinery. Among 
the remedies now suggested none seem more worthy of consid- 
eration than the Oregon system. The Boston discussion will 
repay the study of every thoughtful citizen. 
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Amend the Corporation Tax Law 


The movement started by the Committee on Federal Legisla- 
tion of the American Association of Public Accountants for an 
amendment of the Corporation Tax Law permitting corporations 
and other companies to make their returns as of the close of their 
individual fiscal years, is based upon what should be an axiom of 
all taxation. It is, indeed, in direct line with one of the classical 
maxims of taxation formulated by Adam Smith; namely, that a 
tax should be adapted to the convenience of the taxpayer. All 
political economists hold that wherever possible, application of 
taxation should follow the line of least resistance. The history of 
nations clearly demonstrates the fact that taxes yield the best 
results and afford the least dissatisfaction on the part of the taxed, 
when their imposition is governed by consideration for the cir- 
cumstances and conditions of the public. A tax which inflicts un- 
necessary hardship never produces so desirable a result as one 
which avoids as far as possible placing a burden upon the tax- 
payer. 

In the case of a corporation tax, there is no valid reason why 
a hard and fast rule terminating all fiscal years on December 31st 
should be applied. There are many and cogent reasons why there 
should not be such rigidity of regulation. In asking for great 
latitude, the American Association of Public Accountants makes 
a request, dictated not only by expediency but by common sense. 
Every accountant knows that there are innumerable industrial and 
commercial enterprises which cannot logically determine their 
fiscal years at the end of December. Some companies are in the 
height of their activity through the winter months, and it is essen- 
tial that their fiscal arrangements be so made that they can make 
their annual balance sheets and take their annual inventories at 
a time when the rush of the year’s business is at an end. 

It is well known, also, that the simultaneous conclusions of all 
fiscal years would cause serious inconvenience and additional ex- 
pense to auditors. To compress within sixty days the auditing 
of balance sheets and inventories of more than 400,000 corpora- 
tions, would mean the employment of a vast amount of extra 
assistance which could not be so efficient as that rendered by per- 
manent employees of accounting firms. 

On the other side, let us take cognizance of the objection 
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which may be raised to the passage of such an amendment as that 
which is proposed by the Committee on Federal Legislation. Gov- 
ernment officials may say that it would be unwise to change the 
regulation as at present enforced. That is a policy of stagnation 
and ultra conservatism. If it can be proven that better results will 
follow a change, no one should stand against such a step. The 
theory may be advanced that it is undesirable to tamper with a 
method of taxation already established. To this, the obvious reply 
is that the corporation tax in its application so far has been largely 
experimental, and if experience demonstrates, as it is doing, that 
no benefit is derived from the present method of assessment and 
that serious inconvenience is caused by it, the argument against 
amendment falls to the ground. 


Accounting in the Massachusetts Commonwealth 


The report of Harvey S. Chase, C.P.A., covering the results of his 
investigation of the Department of the State Treasurer and Receiver- 
General and the Auditor of the Commonwealth, has been transmitted 
to the House of Representatives of Massachusetts by Governor Foss with 
favorable recommendation. Mr. Chase’s report suggests that the Treas- 
urer and Auditor should be subordinate to a new Financial Officer, who 
should have control of all the strictly fiscal operations of the govern- 
ment. In his opinion, the one great defect in the bookkeeping methods 
of the Commonwealth is the lack of accounting methods and procedure 
which would result automatically in the production of a monthly balance 
sheet. As a remedy for this he recommends the introduction of an over- 
head controlling ledger. He also criticises the handling of sinking funds, 
which, although conservative as it should be, has been so conservative 
that the tax payers have been unduly burdened. Other important crit- 
icisms by Mr. Chase are commended by the Governor. The full text of 
the report will be presented in a forthcoming issue of THE JourNAL. 

In his message to the House of Representatives, the Governor says: 

“TI recommend this report to your careful consideration, especially 
Mr. Chase’s statement that ‘nowhere in the accounting system of the 
commonwealth is there provision for a balance sheet which should ex- 
hibit the current assets and the current liabilities of the whole state at 
the end of each fiscal year.’” 

Announcement 

Reynold E. Blight, C.P.A., who has had charge of the Los Angeles 
branch of Lester Herrick & Herrick, C.P.A., for about five years, an- 
nounces the opening of his own office at 507 Union Trust Building, Los 
Angeles, California. 
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To Amend the Corporation Tax Law 


The Committee on Federal Legislation of the American Association 
of Public Accountants has addressed the following letter to members of 
the Association : 

May 5, I91I. 

Enclosed with this circular letter, which is being sent concurrently 
to all members of the American Association of Public Accountants, are 
two copies of preamble and resolutions submitted at a meeting in the 
Chamber of Commerce of the State of New York, held on Thursday, 
May 4, 1911. The matter referred to therein is of vital importance not 
only to accountants individually, but also to their clients. 

Your personal attention is directed to this question, and you are 
urgently requested to contribute by your efforts to make a success of 
the campaign which has been begun by your Committee on Federal Leg- 
islation. 

The Committee’s letter of January 26, 1911, set forth in some detail 
the objects which are sought in the enclosed resolution. Practically every 
accountant and corporation will admit the wisdom of a change of the 
law to permit of the making of returns at the close of the ordinary fiscal 
year of each corporation; but if the campaign now begun is to achieve 
the desired results, it will be necessary. for each member of the Associa- 
tion to assist. 

When you have read and approved the enclosed resolution, which will 
probably be passed by the New York Chamber and by various other 
commercial bodies in the great cities, it is requested that you approach 
every reputable organization of consequence in your district and endeavor 
to secure passage of a similar resolution. 

There should be no difficulty in securing this. Prominent Government 
officials, Senators and Representatives, as well as leading business men 
throughout the country, have expressed warm approval of the idea, and 
it is confidently hoped that an amendment may be introduced during the 
current session of Congress making the desired alterations in the law. 

Such an amendment will almost certainly be passed by both Houses 
if sufficient interest in the movement can be aroused and maintained. 

The first step towards that end is the passage of such resolutions as 
the enclosed by representative commercial organizations throughout the 
country. 

The second step also calls for your personal assistance. This will be 
to approach the members of Congress from your district as suggested 
in the Committee’s letter of January 26, present the merits of the case 
to them, pointing out the sanction given to the idea by chambers of 
commerce and similar bodies, and endeavor to secure their active sym- 
pathy and codperation in sécuring the passage of the proposed amendment. 

At a later date the Committee will send you copies of a model letter 
embodying the corporation arguments in favor of a change in the law. 
The Committee will ask that you hand a copy of that letter to each 
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important corporation among your clientele, and request that a com- 
munication based upon that model be forwarded by each corporation to 
at least one Senator or Representative. 

By this means the great mass of corporations and companies con- 
cerned will be reached and their aid secured. It is improbable that a 
movement for reform so widely endorsed will fail. 

But it is absolutely imperative that each member of the Association 
do his part. There must be no broken links in the chain. The Com- 
mittee feels that it can count upon the Association’s members to take , 
an active and personal interest in obtaining relief from provisions of a 
law which in its present form entails great expense, difficulty, and un- 
necessary hardship upon accountants and corporations. 

Will you consider this circular letter as much a personal matter as 
though it were written to you alone? If you will do that, the campaign 
will succeed. Very truly yours, 

Rosert H. Montcomery, Chairman, 
J. Porter Joptin, 
Perey Morse, 

Committee. 


The preamble and resolutions referred to in the foregoing are printed 
below: 


Whereas: The special excise tax imposed by section 30 of the Act of 
Congress of August 5, 1909, on corporations, joint stock companies, asso- 
ciations and insurance companies, known as the “ Corporation Tax,” has 
been declared constitutional; and 

Whereas: The provisions of the law relating to the making of re- 
turns demand that December 31 shall be the date at which all corpora- 
tions and companies coming within the scope of the law shall conclude 
their fiscal years for the purposes of this assessment; and 

Whereas: It is a recognized maxim of taxation that the effective 
administration of laws relating to taxation should involve as little incon- 
venience as possible upon those required to make returns thereunder; and 

Whereas: A large percentage of the corporations and companies to be 
taxed have found it expedient to close their fiscal years when inven- 
tories are lowest, or when season business is at an end, and have deter- 
mined their fiscal years in accordance with their several necessities at 
dates other than December 31, and cannot without great expense and a 
complete disorganization of their business and accounting alter their fiscal 
arrangements; and 

Whereas: Many classes of business cannot present other than a rough 
estimate of their stocks and financial position except at the close of their 
logically fixed fiscal years; and 

Whereas: It has been declared by the Attorney-General of the United 
States that in the future there shall be no elasticity in the application 
of the law, and that accurate returns as of December 31 must be made, 
and subscribed under oath; and 

Whereas: The purposes of the Government can be served without 
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Editorial 


detriment to itself by rendering the application of the law simple, prac- 
ticable, and least onerous to the corporations and companies taxed; there- 
fore be it 

Resolved: That the Chamber of Commerce of the State of New York 
urges upon Congress the imperative need for an amendment of the 
“Corporation Tax Law,” whereby it shall be made permissible for cor- 
porations and companies to make returns as of the close of their indi- 
vidual fiscal years, to the end that obedience to the law may be rendered 
least burdensome, and accurate compliance with its provisions possible, 
thereby conducing to the benefit of the Government and public; and be 
it further 

Resolved: That the attention of Senators and Representatives from 
the State of New York be directed to the urgent necessity for instant 
action to obtain relief from those provisions of the law which entail great 
expense and inconvenience, and which can be changed without being de- 
structive of the purposes of the law. 


Cork Municipal School of Commerce 


On January 5th Mr. A. J. Magennis, Incorporated Accountant, opened 
the session of the Cork Municipal School of Commerce by delivering a 
lecture at the University College on “ The Growth and Development of 
Accounting, and its Position in Modern Business Organization.” Mr. F. 
Sargent, the Chairman of the School of Commerce, presided, and the audi- 
ence included many well-known men in the district. 


A subscriber sends us a page from the directory of a city in the Middle 
West, which contains the advertisement of a “ Public Accountant and 
Auditor.” In the advertisement the reader is thus advised in large type: 
“Have Your Books Examined by an Auditor who Knows How.” Our 
correspondent thinks that “such public exhibitions of personal egotism 
make it difficult to uplift the dignity of a profession.” We are inclined 
to think that such an advertisement hurts the advertiser more than it does 
the profession. It gives one the impression that the advertiser is a small 
man, advertising a small business in a small way. Auditing is brain work 
and a really smart man does not have to brag about the quality ot his 
brains. So when a man does brag, the public is unconsciously inclined to 
set him down as a humbug. 
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Conference on Scientifi. Management 


In order to further the study of Scientific Management, which now 
commands so much attention from business men and accountants all 
over the country, the Amos Tuck School of Dartmouth College will hold 
a conference on the subject at Hanover, N. H., October 12, 13 and 14, 
1911. Among the speakers at the conference are Frederick W. Taylor, 
of Philadelphia, who will speak on “ The Principles of Scientific Manage- 
ment”; Henry L. Gantt, of New York, who will speak on “ The Task 
and the Proper Day’s Work,” and Harrington Emerson, of New York, 
who will discuss “ The Opportunity of Labor Under a System of Scien- 
tific Management.” Henry P. Kendall, of Norwood, Mass.; James M. 
Dodge, of Nicetown, Philadelphia, and Frederick A. Cleveland, of New 
York, will also speak. The conference is primarily for the benefit of 
manufacturers and business men of New Hampshire and neighboring 
states, but will undoubtedly attract many from a considerable distance 
on account of the importance of the subject at the present time and the 
prominence of the speakers. 

The preliminary announcement of the conference states the causes 
and the purposes as follows: 

“Notwithstanding the fact that much has been written concerning 
‘ Scientific Management’ in newspapers and magazines, there is no defi- 
nite conception in the minds of manufacturers and business men of its 
exact nature, what has been accomplished by it and what it is hoped may 
be accomplished. Some are convinced that it is the most promising 
device yet presented for increasing the efficiency of both management 
and labor and consequently for increasing at the same time profits and 
wages. Others believe that it is too ideal for practical application. It is 
probable, however, that the large majority have made up their minds 
neither one way nor the other, because they feel that they are not suf- 
ficiently informed concerning it, and would welcome thc opportunity to 
hear a full and logical explanation of ‘ Scientific Management’ by those 
who have developed it. 

“The purpose of this conference is to offer such an opportunity to 
the manufacturers and business men of New Hampshire and of neigh- 
boring states. The conference is intended to be a serious inquiry, and 
there is no presumption either in favor of or against ‘ Scientific Manage- 
ment.’ The programme is so arranged as to secure a complete and logical 
presentation of the system and to permit the discussion of its appli- 
cability to the various classes of business in which those who attend the 
conference may be interested. Furthermore, the programme is arranged 
to give opportunity for discussion of the application of the principles of 
scientific management to the affairs of states and municipalities.” 

There is no doubt that the conference will be of great interest to 
all who attend it, and that a better understanding of the matter will 
be reached through the discussion. It is to be hoped that the accountants 
will be well represented. 
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8.00 P. M. 
t 


9.30 A. M. 


10.30 A. M. 


1.30 P. M. 


2.30 P. M. 


3.30 P. 


8.00 P. M. 


Conference om Scientific Management 


The following programme is announced: 


THURSDAY EVENING, OCTOBER 12 


The Principles of Scientific Management, 
Frederick W. Taylor, Philadelphia. 


FRIDAY FORENOON, OCTOBER 13 


Chairman: Benjamin A. Kimball, Concord, N. H. 
The Task and the Proper Day’s Work, 
Henry L. Gantt, New York. 
The Opportunity of Labor Under a System of Scientific 
Management, 
Harrington Emerson, New York. 


FRIDAY AFTERNOON, OCTOBER 13 


Chairman: Charles H. Jones, Boston 

Types of Management: Unsystematized, Systematized and 
Scientific, 

Henry P. Kendall, Norwood, Mass. 

The Spirit in Which Scientific Management Should be 
Approached, 

James M. Dodge, Nicetown, Philadelphia. 

Round Table Conferences, as follows: 

Scientific Management in Machine Manufacture. 

Scientific Management in Textile Manufacture. 

Scientific Management in Shoe Manufacture. 

Scientific Management in Printing and Publishing. 

Scientific Management in Pulp and Paper Manufacture. 

Efficiency in Lumbering and in the Management of Timber 
Properties. 

Academic Efficiency. 


FRIDAY EVENING, OCTOBER 13 


Chairman: Honorable Robert P. Bass, Governor of New Hampshire 


The Application of the Scientific Method to the Activities 
of the State, 
Frederick A. Cleveland, New York. 


SATURDAY FORENOON, OCTOBER 14 


Chairman: James Logan, Mayor, Worcester, Mass. 


9.30 A. M. 


10.30 A. M. 


The Application of Business Methods to the Government of 
a Municipality. 
Discussion of the Two Preceding Addresses. 
Opened by the Chairman. 
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Correspondence 
Sinking Fund Reserves 


April 29, 1911. 
To THE JouRNAL OF ACCOUNTANCY: 

Assenting to your implied suggestion that some uniformity in the treat- 
ment of Sinking Fund Reserves by accountants is desirable, I venture to 
call attention to a comparatively new factor which must perforce be con- 
sidered by public accountants in this country in dealing with the subject 
practically. That factor is the public service or utility commission. As 
long as the Interstate Commerce Commission and the various State Com- 
missions prescribe the forms of accounts and reports for the railways, 
electric, gas and other public utility corporations, it is manifest that uni- 
formity in this, as well as other branches of corporation accounting, will 
depend entirely on the attitude of the chief accountants of those commis- 
sions. Further, if the extension of Federal control of all corporations 
engaged in interstate commerce prevails, such uniformity will be dictated 
to us at Washington in practically every line of business. 

Mr. Searle’s proposed method of final disposition of the sinking fund 
reserve in the case of a public utility corporation of, say New York State, 
would have to run the gauntlet of the following procedure. The corpo- 
ration would first have to make application to the Commission for per- 
mission to increase its capital stock, showing a public necessity for it. 
At a public hearing it would have to prove that it could not continue to 
give adequate service without the working capital in order to meet the 
natural question, “ Why not pay the dividend in cash?” and at the same 
time satisfy the Commission that the stockholders are entitled to the 
extra dividend in the face of the fact that it has been paying presumably 
fair dividends during the time it was setting aside the sinking fund 
reserve from profits. It is quite within the bounds of possibility that so 
far from approving a new issue of stock, the Commission would order 
the corporation’s rates reduced! 

Mr. Hutchins would promptly find himself in trouble with the Inter- 
state Commerce Commission if he attempted to keep and state his sinking 
fund in the manner he suggests. The annual report for railways called 
for by this Commission provides in its printed forms for a statement 
of special funds set aside as assets, and for sinking fund and other re- 
serves as liabilities. Therefore under present conditions the interstate 
railways must stick to the old-fashioned method of setting aside the sink- 
ing fund reserve till the bonds mature and then turn it back into the 
surplus and “cut a melon.” 

Such are the practical stumbling-blocks in the way of these, or any 
other, theoretical improvements in accounting. It is possible, no doubt, 
that the Commissions might be induced to consider reforms in accounting, 
but it is proverbially hard to induce any governmental bureau to change 
its methods. 
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Let us hope the final outcome of the discussion of the sinking fund 
reserve question will result in the elimination of the provision requiring 
such reserve to be set aside from profits. It is inequitable, and unjust to 
the stockholder. It amounts to giving the bondholder a lien not only on 
the corporation’s property but also on its profits, making a double secur- 
ity. And in the case of public utility corporations under present day 
conditions it compels stockholders to forego during the life of the bonds 
dividends to which they are justly entitled, with the strong likelihood that 
at the last they will not be permitted to enjoy the fruits of their long 
abstinence. 


W. H. Lawton, C.P.A. 


Expense Classification. A Criticism and a Suggestion 


To THE JoURNAL OF ACCOUNTANCY: 


The objects of distinguishing between one kind of expense and an- 
other, and of segregating into distinct classes those which originate 
from identical sources, or which perform similar functions, are, to ascer- 
tain relative costs or results, to establish standards of efficiency, and to 
isolate and focus attention upon variations from those standards. 


Reference to contemporary Income Accounts, as published in the 
JouRNAL oF ACCOUNTANCY or elsewhere, reveals a conventional classifica- 
tion of which the following is typical: 


Classification of Expense, Trading Business. 
Selling Expense 
M t Expens 
Sometimes “ Administrative Expense.” 
General Expense 
Fixed Expense 


Such classification does not satisfy the desire of the reader for that 
clear comprehension of a series of operations, and of the relative impor- 
tance of each, which it promises. It ignores the first principle of clas- 
sification in that certain items, as “Interest, Salaries, etc.,” may be 
included in either of two or more of the given classes, and still be cor- 
rectly placed; it is inaccurate because certain items, as “ Merchandise 
Accounts, Bad Debts, etc.,” are forced into groups with which they have 
no affinity; it lacks completeness in that certain classes, as “ Purchasing, 
Financial, etc.,” are utterly wanting; and finally it is lacking in that logi- 
cal order which is essential to the logical expression of any fact or series 
of facts. 

The classification shown in the accompanying Profit and Loss Account 
attempts to avoid the defects and supply the deficiencies specified. The 
section devoted to the Credit Department suggests a correct disposition 
of “ Bad Debts” and “ Collection Fees.” The Financial Expense section 
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TRADING AND PROFIT AND LOSS ACCOUNT 


COST PROCEEDS 
Inventory at beginning of year. Sales, less discounts 
Purchases during year........ —_—— allowed........ 
Less inventory at end of year.. 
Balance, gross profit.......... 0,000.00 
00,000 . 00 00,000 . 00 
LOSSES GAINS 
Expenses Balance down..... 0,000 .00 
Purchasing: Gross profit....... 
Buyer’s salary....... 
assistants 
 supplies...... 0.00 
Selling: 
Store expense........ 
Traveling salesmen. . . 
Advertising......... 
0.00 
Office: 
Expense............ —_ 0.00 
Credit Department: 
Cred. mers. salary... 
assistants 
supplies . 
Collection fees....... — 
Less bad debts col- 
— 0.00 
Financial: 
Interest on loans..... 
Purchase discounts lost ——— 
Less discounts earned. —— 0.00 
General: 
Manager’s salary..... 
assistant... 
supplies... 
expense.... —— 0.00 
Fixed: 
Fire protection....... 
License and tax...... 
Depreciation........ — 0.00 
Special: 
Unusual losses....... — 0.00 
Balance down, net profit. 00.00 
0,000 .00 0,000 . 00 
Distribution of net profit. 00.00 Net profit........ 00.00 
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will in all probability arouse the most interest and criticism. In addition 
to direct Interest on Loans, it contemplates showing the amount lost 
during ‘any period through failure to take advantage of time discounts 
on purchases, by requiring that the total possibilities in that direction be 


accounted for. 


of a register suggests itself: 


INVOICE REGISTER 


To secure such information the following arrangement 


Time Disct. | Discount | Paid by Check 
Date | Invoice of | Amount | Available Lost 
Cr. Dr. No. Amount 
1/1/10 | John Doe | $400.00 $8.00 $8.00 423 | $400.00 
1/2/10 | R. Roe 300.00 3.00 424 297.00 
$700.00 $11.00 $8.00 $697.00 
The totals to be posted at the end of the month are: 
Dr. Cr. 
Purchases or Accounts Payable... $700.00 
Purchase Discount............. $11.00 


$708 .00 $708 .00 


By this arrangement ali purchase discounts are shown as earned, 
whether taken advantage of or not. There can be no more objection to 
this than there is to treating sales as gain whether collected or not. The 
method has the immense advantage of comparing Discounts Lost with 
Interest paid on loans. It is conceivable that it would be profitable to 
borrow money at six to eight per cent per annum, in order to take advan- 
tage of time discounts yielding from one to ten per cent per month; just 
how much profit is derived from this source should be known as posi- 
tively as profit derived from any other source. 

Ordinarily Purchase discount is deducted from cost. It is, however, 
a gain accruing from the possession of available funds, owing its origin 
directly to Financial Management, not to the ability of the buyer. The 
scheme of classification should recognize this distinction and place accu- 
rately the responsibility and the credit. 

Discounts allowed on sales, however, are properly deducted from 
gross sales, for being incapable of control, no benefit can arise from the 


recording of possibilities. 
Francis M. Witiams, C.P.A. 
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Treatment of the Commission Account 


To THE JoURNAL OF ACCOUNTANCY: 

At the monthly dinner and meeting of the Colorado Society of C. P. 
held last evening at the Chateau Lafayette, after the reading of a very 
interesting paper by Mr. Deidesheimer, who is Auditor of one of our 
leading brewery companies, on “ Brewery Accounts” and intelligent com- 
ment thereon, Mr. Spencer, a former President of the Society, sprung a 
question for impromptu discussion which not only called forth an opinion 
from every member present and threatened to cause some of them to 
miss the last car, but could have profitably occupied the entire evening. 
It was substantially as follows: 

A business enterprise was started with a capital stock of $1,000,000, 
all of which has been paid in cash by the subscribers, but in raising 
which, say, $200,000 has been expended in commissions and promotion 
and now stands on the trial balance as an asset under the head of “ Com- 
mission Account.” The business has been successful and now has net 
profits of, say, $50,000, above all outside liabilities and available for 
dividends. You are called in to certify to the balance sheet and financial 
statement of the concern. What disposition would you make or recom- 
mend of the $200,000 on your statement of assets and liabilities? 

The opinions expressed varied all the way from the dictum of our 
Vice President, Mr. Pfeiffer, State Bank Examiner, and a natural one 
from his standpoint, especially had the concern in question been a bank, 
that it should be wiped out at once, down through all kinds of plans 
for gradually writing off the intangible asset set up, to the proposition 
that, as the expenditure was incidental to the establishment of the busi- 
ness as a whole and had nothing to do with its current operations and 
did not decrease the working capital with which such operations were 
commenced, it had nothing to do with the statement of the results of 
such operations or the payment of dividends therefrom, and could remain, 
as organization expenses, on the balance sheet indefinitely, although it 
might properly be written off at the discretion of the directors, gradually 
or at any time, out of the accumulated surplus of the business, invested 
in the enterprise and not directly available for dividends. 

It may be that other of your readers might desire to take up the ques- 
tion in your columns. If so, the members of our society would be 
interested to learn their views. 4 
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Book Department 
Epitep sy Lee Gattoway, Pu.D. 


METHODS OF THE SANTA FE, by CHartes Buxton Gornc. Pub- 
lished by The Engineering Magazine, May, 1909. Price, $1.00. 


The recent investigation conducted by the Interstate Commerce Com- 
mission attracted wide attention to the “ efficiency” methods of the Santa 
Fe. Not only railway officials but managers of industrial plants and 
shippers in general were interested in the ideals and policy underlying the 
work, the results secured and the public importance of a method of man- 
agement which had secured such remarkable results for this particular 
railroad. 

No man was better fitted to describe the operation and results of an 
experiment of this kind than Mr. C. B. Going, Editor of The Engineering 
Magazine. Trained both in the science of engineering and in the art of 
writing Mr. Going brought to his work also a deep human sympathy and a 
lively interest in the working out of a great principle and its bearing on 
national and social welfare. 

The appearance of this book was very opportune since it offered ma- 
terial evidence of what efficiency engineering could do in the “ manufac- 
turing of transportation.” In the recent discussions concerning scientific 
management it has played a prominent part. 

The author has not attempted to make a study of practices common to 
all railroads, but he has emphasized those institutions of the Santa Fe 
which differ from ordinary railway practice. These he finds to be the 
management of the stores department and its relation to the shops, the 
manufacturing policies for the economical maintenance of motive power, 
the administration, supervision and extension of the bonus system of 
reward, the apprentice system, the welfare institutions and the pension of 
employees. 

The peculiar interest which this book has for students of efficiency is 
the illustration which it presents of the application of scientific manage- 
ment methods to a particular case. Mr. Going presents schedules and cuts 
and figures in abundance showing the method of procedure, the character 
of the data, etc., necessary for carrying out a scheme of this magnitude. 
A brief summary on page 61 shows the author’s estimation of the results 
of the Santa Fe’s attempt to gain a higher standard of efficiency. 


WHOLESALE ACCOUNTING. J. A. Lyons & Co., Chicago. 


This second work in the modern bookkeeping series published by this 
firm illustrates the business of a wholesale grocery house. The customs 
and methods of accounting are well exemplified. 

The distinctive feature of this set is the loose-leaf order blank. All 
orders received are entered on these blanks and bills made from them. 
The blanks are then filed on a post-binder and the total amount of sale 
transferred to a Sales Recapitulation Sheet. 
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Cost Accounting is introduced at the close of the first month’s work. 
The student is required to compile a “ Profit Clerk’s Price List” for all 
goods handled. This list gives the invoice cost plus freight paid. After 
completing the list the student finds the cost of each item sold and places 
the amount in a space provided on the loose-leaf order blank. In an- 
other space on this sheet the total cost of all items sold from each one 
of the eight departments is entered, as well as the total sales. These 
amounts are then transferred to “ Department Cost of Goods Sold Reg- 
ister” and “ Department Sales Register,” the totals from each of these 
books being carried to a “ Department Profits Register.” 

A separate ledger is kept for customers’ accounts with a controlling 
account in the general ledger. The old-fashioned merchandise account 
has been discarded and accounts set up with merchandise purchases and 
merchandise sales with a “ Rebate and Returned Goods” book for each. 

Provision is also made for obtaining the amount of inventory from 
stock on hand in departments and for a verification of the same by 
accounting. 

The whole set covers three-months’ transactions with practice in clos- 
ing at the end of each month. There is also a set of questions and 
practical problems at the end of the work. It is well adapted to the 
work of private business schools and for high schools having commer- 
cial departments. F. A. T. 


SCIENCE OF COMMERCIAL BOOKKEEPING, by Hirscu. 

J. S. Ogilvie Publishing Co., New York. 

According to the preface, “ This book is not intended to oppose the 
many publications on bookkeeping or the various schools and colleges for 
instruction in bookkeeping, rather the contrary.” 

The author gives in brief form the elements of single and double entry 
bookkeeping without printed forms. There are also chapters on Combina- 
tion Bookkeeping, Condensed Double Entry Combination, Labor Saving 
Devices, Accommodation or Side Books, and the Detection of Errors. 

The book contains some novel features, one of these is a suggestion 
for a sort of duplicate bank pass book to be kept by the bookkeeper to 
facilitate reconciling the bank account. 

Several terms used, however, are not in good accounting practice. In 
his explanation of single entry the author divides accounts into “ Personal 
Accounts” and “ Dead Accounts” and states that “ Dead Accounts” are a 
special feature of the “ Double Entry System.” Again the profit in closing 
corporation books is carried to a “ Reserve Fund Account.” The word 
“Stock” is used in place of “ Merchandise” so that there is a “ Stock 
Capital Account,” a “Stock Account” and a “Stocks Account” (securities) . 

The chapter on Combination Bookkeeping treats of the division of the 
ledger with proper controlling accounts in the general ledger. Equation 
of Accounts by the product method is explained and an illustration given 
with an advance date and a retrograde date. 

Special columns are treated in the chapter on Labor Saving Devices. 

A. F. 
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THE MOST SATISFACTORY BONDS, by N. W. Hatsey & Co. Pub- 
lished by the author, New York, 1911. 

A comprehensive treatment of public utility corporations prepared by 
N. W. Halsey & Co., bankers, has just been issued. Under the title, “ The 
Most Satisfactory Bonds,” the banking house shows by graphic illustration 
the comparative trend of the market for a period of years of railroad, 
municipal and corporation bonds. The trend of earnings of public utility 
corporations is also graphically shown using ten prominent companies as 
examples. Benefits to the investor resulting from the supervision of Com- 
missions are analyzed and discussed in a section devoted to that subject. 
Not the least interesting, however, are the portions of the booklet which 
treat of the methods employed by banking houses in determining the 
safety of issues which they contemplate purchasing. Among these are the 
auditing and analyses of reports to determine whether wages paid and 
the prices of the commodities sold conform to prevailing standards; the 
validity and duration of franchises; the character of the community 
served—and whether it is substantial and destined to grow; the physical 
condition of the property—whether the equipment is well maintained or 
has become obsolete; the character and ability of the company’s manage- 
ment, and the appraisal of the physical value of the corporation’s property. 


HOW TO CALCULATE PROGRESSIVE TRANSFER TAX 

The Transfer Tax Law of New York, Section 221, after providing 
for primary rates of taxation, is, in part, as follows: 

“Whenever any property, real or personal, or any beneficial interest 
therein which passes by any such transfer to or for the use of any person 
or corporation, shall exceed the amount of $25,000 over and above the 
exemptions hereinbefore provided, the rate of taxation shall be as follows: 


“Upon all amounts in excess of the said $25,000 up to and including 
the sum of $100,000, twice the primary rates. : 

“ Upon all amounts in excess of the said $100,000 and up to and includ- 
ing the sum of $500,000, three times the primary rates. 

“Upon all amounts in excess of the said $500,000 up to and including 
the sum of $1,000,000, four times the primary rates. 

“Upon all amounts in excess of the said $1,000,000, five times the 
primary rates.” 

A contention arose between the Comptroller of State and the executrix 
involving the interpretation of this section in the matter of the appraisal 
under the transfer tax acts of the property of James Jourdan, deceased, 
Surrogate’s Court, Kings County, New York Law Journal, January 5, 
1911. The executrix claimed that the tax should be one per cent on 
$25,000, two per cent on $100,000, three per cent on $500,000, four per cent 
on $1,000,000, and five per cent on the excess. The State Comptroller 
claimed that the tax should be one per cent on $25,000, two per cent on 
$100,000 —($25,000), three per cent on $500,000 —($25,000 -- $100,000), 
four per cent on $1,000,000 —($25,000 + $100,000 + $500,000), and five 
per cent on sums in excess of $1,000,000. 

Surrogate Ketchem, whose decisions are attracting much attention on 
account of their clear and logical reasoning, upholds the contention of 
the executrix. The estate, in this case, amounted to $2,141,000.48. The 
Surrogate decides: 

“ The tax should be: one per cent on $25,000, two per cent on $100,000, 
three per cent on $500,000, four per cent on $1,000,000, five per cent on 
$516,000.48 ‘in excess of the said $1,000,000.’ ” 
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The Legal Department of THE JouRNAL oF ACCOUNTANCY is prepared to render a genuine 
service to its subscribers and readers, by undertaking to answer legal questions submitted to it. 
These questions, while they may be suggested by the problems that arise in the practice of our 
correspondents or by the more theoretical requirements of examination boards, should always 
be so stated as to call for co propositions of law. Whenever the Department receives a 

uery the co-rect answer to which may vary with many possible but unstated circumstances 

e correspondents will be asked to give the details or advised to consult local counsel. Reason- 
ably prompt — by the Department will be made by personal communication or through 
the columns of Tae JourRNAL. Address all communications to THE JOURNAL OF ACCOUNTANCY, 
Legal Department, 32 Waverly Place, New York City. 


SPENDTHRIFT TRUSTS 


SECTION 1391, CODE CIVIL PROCEDURE, AUTHORIZING EX- 
ECUTION AGAINST INCOME OF TRUST FUNDS, IS RE- 
TROACTIVE AND NOT UNCONSTITUTIONAL 


Court oF APPEALS 
Decided March 28, 1911 


New York Law Journal, April 10, 1911. 


Brearley School, Limited, respondent, v. Beverley Ward, appellant. 

Appeal by the defendant, by permission, from an order of the Appellate 
Division of the Supreme Court in the First Department, entered on the 
tenth day of June, 1910, reversing a determination of the Appellate Term 
of the Supreme Court, which determination affirmed an order of the 
City Court of New York denying a motion by the plaintiff for an order 
directing the issuance of an execution against ten per cent of the income 
of atrust fund held by the Equitable Trust Company of New York, which 
income was due or thereafter to become due to the defendant. 

The Appellate Division has certified the following question to this 
court: “Can an execution under section 1391 of the Code of Civil Pro- 
cedure, as amended by chapter 148 of the Laws of 1908, taking effect 
September 1, 1908, be lawfully issued against the income from a trust 
fund created by a will probated prior to the passage of the act in ques- 
tion?” 

The nature of the proceeding and the facts, so far as material, are 
stated in the opinion. 

William G. Chittick for appellant; Grenville Clark for respondent. 

Willard Bartlett, J—In this action, which was brought in the City 
Court of New York, the plaintiff on September 27, 1909, recovered judg- 
ment against the defendant for $727.63, upon which an execution was duly 
issued and returned unsatisfied. Thereupon the plaintiff on December 7, 
1909, moved in the City Court for leave to issue an execution against ten 
per cent of the income derived by the judgment debtor from a testamen- 
tary trust established in his favor by the will of one Montagnie Ward, 
which was admitted to probate on the sixth day of December, 1879. 

This application was based upon an amendment to section 1391 of the 
Code of Civil Procedure, which took effect on September 1, 1908. That 
section as then amended provides, among other things, that where a 
judgment has been recovered and an execution thereon has been returned 
unsatisfied, and where any wages, debts, earnings, salary, income from 
trust funds or profits are due and owing to the judgment debtor to the 
amount of $12 or more per week, the judgment creditor may apply to 
the court in which the judgment was recovered, and upon satisfactory 
proof of such facts the court must order an execution to issue against the 
wages, debts, earnings, salary, income from trust funds or profits of the 
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judgment debtor. On presentation of the execution to the person from 
whom the wages, debts, earnings, salary or income from trust funds or 
rofits are due, such execution becomes a lien and remains a continuing 
evy to the amount specified therein, which shall not exceed ten per cent 
thereof until the execution and the expenses thereof are duly satisfied and 
paid. The appellant concedes that section 1391 as thus amended is ap- 
plicable to the income from trusts which have come into being since the 
amendment, but contends that it cannot be applied to income from trusts 
previously created because if so applied it would be unconstitutional as 
impairing the obligation of a contract and as depriving the beneficiary of 
the trust of a vested right. 

It is pertinent to inquire in the first place to what extent the income 
from trust funds was subject to the claims of creditors of the beneficiary 
of the trust on September 1, 1908, when the amendment to section 1391 
of the Code of Civil Procedure took effect. The rights of such creditors 
as against the trust income were then prescribed by a provision of the 
Real Property Law and certain sections of the Code of Civil Procedure. 
The Real Property Law provides as follows: “ Where a trust is created 
to receive the rents and profits of real property and no valid direction 
for accumulation is given the surplus of such rents and profits, beyond 
the sum necessary for the education and support of the beneficiary, shall 
be liable to the claims of his creditors in the same manner as other per- 
sonal property, which cannot be reached by execution” (Real Property 
Law, chapter 547, Laws of 1806, section 78, formerly 1 R. S., 729, section 
57; Real Property Law, chapter 52, Laws of 1909, section 98). The Code 
of Civil Procedure, in chapter 15, title 4, article 1, entitled Judgment Cred- 
itor’s Action, then provided and now provides for an action by a judgment 
creditor against a judgment debtor or other person to compel the discovery 
of anything in action or other property belonging to the judgment debtor, 
and of any money, thing in action or other property due to him or held 
in trust for him; but this provision was not and is not applicable to a case 
where the trust has been created by a person other than the judgment 
debtor (Code of Civil Procedure, sections 1871, 1879). As the trust in 
the present case was created by a third party it does not fall within the 
purview of section 1871 of the Code, so that when the amendment to 
section 1391 took effect on September 1, 1908, the provision of the Real 
Property Law which has been quoted was the only statutory regulation 
of the subject which has any application to the facts in the present liti- 
gation. In the statutory revision of 1909 the consolidators have appended 
a note to section 98 of the Real Property Law which is of some interest 
in this discussion. It is as follows: “ The Code of Civil Procedure (sec- 
tion 1391), as conceded, has put an end to a large ‘ spendthrift trust’ in 
this State... . The effect of section 1391 of the Code is to permit certain 
creditors of beneficiaries of trusts created under the third subdivision of 
section 76 (section 96 of present law) of the former Real Property Law 
to have execution on their judgments. So important a reform in our 
domestic law of trusts deserves to be called to the attention of lawyers 
and laymen reading the statute on uses and trusts and such a clause might 
be added to this section. It ought not to be left obscurely contained in a 
large section of the Code of Civil Procedure.” 

In Laird vy. Carton (196 N. Y., 169) we held that the amendment of 
1908 to section 1391 of the Code of Civil Procedure applied to judgments 
for wages which had been rendered prior to the time when it took effect 
as well as to judgments subsequently obtained. It seems equally clear that 
this amendment, so far as it relates to the income from trust funds, was 
intended to apply to then existing trusts as well as to trusts which 
should thereafter be established. e argument in behalf of the appel- 
lant is that if this intent of the Legislature is carried into effect it will 
render the amendment unconstitutional for the reasons which have been 
stated. It is also agreed in the dissenting opinion in the Appellate 


145 


| 


The Journal of Accountancy 


Division that if the amendment in question be regarded as operative 
upon — trusts it is unconstitutional because it deprives one of his 
property without due process of law. This view is based on the proposi- 
tion that as soon as the trust estate was created the beneficiary became 
entitled to the whole of the income derived therefrom and the Legislature 
could not take away from him any part thereof. a 

The mere fact that a statute is retrospective or retroactive is not a 
conclusive objection to its validity under the Federal Constitution. “It is 
not all retrospective laws, however,” says Mr. Justice Miller, “that are 
forbidden by this clause (Art. I, sec. 10) of the constitution, but only 
such as impair the obligation of a contract. Ex post facto laws are also 
forbidden in the same clause, but that term is only applied to criminal 
laws and procedure, and has no reference to contracts. There is a large 
class of retrospective legislation which is constitutional, not inconsistent 
with the principles above laid down, and some time posseter and proper 
relating to rights not dependent upon contract or affecting the individuai 
by increasing his liability to a criminal prosecution” (Miller on the Con- 
stitution of the United States, 536; Satterlee v. Matthewson, 2 Peters, 
380). The theory of the dissenting opinion below is that the beneficiary 
of a trust fund created by a third party whose income therefrom is wholly 
exempt from execution at the time of the creation of the trust has a con- 
stitutional right which prohibits the Legislature from making any part of 
such income applicable to the payment of his debts; in other words, that 
he has a constitutional right that the law thus exempting trust-incomes 
from the claims of his creditors shall never be changed so as to affect 
him. This theory is only tenable upon the assumption that the State has 
entered into a contract with the cestui que trust to that effect. Certainly 
there is no such contract between the creator of the trust and the trustee 
or the beneficiary. The creator of the trust has simply appropriated a 
portion of his property to the use of the beneficiary. Phe trustee merely 
undertakes to pay over the income as directed, provided the law of the 
land permits him to do so. He enters into no engagement to withhold 
the trust income from the creditors of the beneficiary who may have a 
lawful claim against the same. If there is any contract in the case, 
therefore, protected by the constitutional poey ey it must be an implied 
—— by the State that the law shall not be changed in the respect 
indicated. 

The provisions of law which afford protection to the beneficiary of 
trusts are practically simply statutes of exemption. The Revised Statutes 
(now the Real Property Law) by providing that the surplus income of 
real estate should be liable in equity for the claims of the creditors of the 
beneficiary provided by necessary implication that all of the income 
which was necessary for the education and support of the person for 
whose benefit the trust was created should be exempt from liability for 
his debts. This rule of the Revised Statutes implying a like exemption 
was extended by judicial construction to trusts of personal as well as 
trusts of real estate (Williams v. Thorn, 70 N. Y., 270). The exemption, 
to the extent of 10 per cent of the trust income, has now been repealed 
by the Code amendment in question in cases where such trust income 
equals or exceeds $12 a week; or perhaps it is more accurate to say the 
exemption has been lessened to that extent. 

The difference between a statute extending exemptions from execution 
and lessening exemptions from execution is fundamental. Some confusion 
has arisen from the failure to emphasize this distinction in discussions 
as to the constitutionality of exemption laws. Mr. Justice Miller in his 
treatise on the Constitution of the United States, speaking of State laws 
a a exemptions from execution so as to include homesteads, says: 
“So far as these laws or any of them have had the effect to operate upon 
contracts in existence when they were passed they have been uniformly 
held by the Supreme Court of the United States, as well as by nearly 
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all the other courts before whom the question has come, to be forbidden 
by the clause of the constitution we are now considering. To the extent 
that they impair the obligation of contracts or hinder the creditor from 
collecting his debt, they benefit the debtor and place him in a better 
position at the expense of the creditor and so are repugnant to this clause 
of the constitution. It matters not whether the sum involved be large or 
small, every law which has this effect in regard to past contracts or those 
in existence when the law took effect is void” (Miller on Const. of U. S., 
Pp. 547, 548). This doctrine is unquestionable as applied to statutes 
enlarging exemptions, but the language quoted does not sustain the propo- 
sition that any change in an exemption law is unconstitutional as applied 
to past or existing contracts. If the change be favorable to the creditor, 
as it must be when exemptions are thereby lessened, it does not impair 
the obligation of the contract, but, on the contrary, strengthens it. 

In this court the consideration of the effect of statutes enlargin 
ro i oe from execution began with the case of Danks v. Quackenbus 
(1 N. Y., 129). Chapter 157 of the Laws of 1842 provided that “in 
addition to the articles now exempt by law from distress for rent or levy 
and sale under execution, there shall be exempted from such distress and 
levy and sale necessary household furniture and working tools and team 
owned by any person being a householder or having a family for which 
he provides, to the value of not exceeding $150.” In an action upon a 
debt contracted before its passage the Supreme Court had held that the 
enlarged exemption was not available to the judgment debtor on the 
ground that the Act of 1842 was unconstitutional so far as it applied to 
pre-existing contracts. The Court of Appeals was evenly divided upon 
the question, and the judgment of the Supreme Court was for that reason 
affirmed. This left the question open for further consideration in this 
court, however, and it came up again in Morse v. Goold (11 N. Y., 281), 
where it was fully discussed by Denio, J., in whose opinion all the judges 
concurred except one, who was absent at the argument, and it was held 
that the Act of 1842 was not unconstitutional as applied to prior con- 
tracts. “There is no universal principle of law,” said Judge Denio, “that 
every part of the property of a debtor is liable to be seized for the pay- 
ment of a judgment against him. . . The question is whether the 
law which prevailed when the contract was made has been so far changed 
that there does not remain a substantial and reasonable mode of enforc- 
ing it in the ordinary and regular course of justice. Taking the mass of 
contracts and the situation and circumstances of debtors as they are 
ordinarily found to exist, no one would probably say that exempting 
the team and household furniture of a householder to the amount of 
$150 from levy on execution would sensibly affect the efficiency of reme- 
dies for the collection of debts.” (p. eo 

A different view was taken by the Supreme Court of the United 
States in Edwards v. Kearzey (96 U. S., 595). The Constitution of 
North Carolina, which took effect on April 24, 1868, exempted from 
sale under execution “every homestead and the dwelling and buildings 
used therewith not a in value $1,000, to be selected by the owner 
thereof.” The defendant’s homestead, not exceeding $1,000 in value had 
been sold under execution upon judgments rendered against him on con- 
tracts which matured before the Constitution of 1 took effect, and 
when the statutory exemptions from execution were materially less. The 
Supreme Court of North Carolina had held that his homestead was 
exempt, but the judgment to this effect was reversed by the Supreme 
Court of the United States. Mr. Justice Swayne, who wrote the opinion 
of the court, stated its conclusions thus: “The remedy subsisting in a 
State when and where a contract is made and is to be performed is 
os of its obligation, and any subsequent law of the State which so 

ects that mers A as substantially to impair and lessen the value of the 


contract is forbidden by the constitution and is therefore void.” (p. 607.) 
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In a concurring opinion Mr. gg Hunt expressed his acquiescence 
in the conclusion reached by Mr. Justice Swayne, speaking for the 
majority of the court, “not for the reason that any and every exemption 
made after entering into a contract is invalid, but that the amount here 
exempted is so large as seriously to impair the creditor’s remedy for 
the collection of his debt” (p. 610). He referred to the New York case 
of Morse v. Goold (supra) as laying down the correct test, which was 
—— the increased exemption substantially lessened the creditor’s 
remedy. 

It does not follow, however, that because a statute enlarging exemp- 
tions from execution may be unconstitutional as applied to executions 
issued on judgments on pre-existing contracts, a statute reducing such 
exemptions is objectionable on the same ground. How can it be said 
that a statute of the latter class impairs the obligation of a contract as 
the subject matter of litigation? To impair “is in some way to weaken 
or diminish the power which the courts had when the contract was made 
to enforce it, if enforcible specifically, or ot give remedy for damages for 
failure to perform it” (Miller on Const. of U. S., p. 541). “All change 
is not impairment. Impair means to make worse, to diminish in quantity, 
value, excellence or strength, to lessen in power, to weaken, to enfeeble, 
to deteriorate” (Holland v. Dickerson, 41 lowa, 367). A law which does 
away with an exemption where there was one before augments the power 
of the courts to enforce a contract sued upon or to award damages for its 
breach. The constitutional provision against laws impairing the obliga- 
tion of contracts, therefore, has no application to a statute diminishing 
exemptions from execution on the theory that such an enactment lessens 
the enforcibility of contracts when they come to be sued upon and reduced 
to judgment. 

If that constitutional prohibition is invoked at all in the present case 
it must be for the protection of some contract which is assumed to exist 
between the State and the creator of the trust or the beneficiary; and 
that I understand to be the position of the dissenting judges in the 
Appellate Division. They treat the trust created by the will of Mr. Mon- 
tagnie Ward as a “contract agreement or understanding” and say :* “When 
Mr. Montagnie Ward made his will the State in effect said to him, speak- 
ing through the statute, ‘If you will give a portion of your property to 
A. in trust, and he will agree to invest the same and pay the income 
derived therefrom to your son, the statute under which you are permitted 
to thus give it will be sufficient to compel A. to keep his agreement.’ Mr. 
Montagnie Ward having given the property, and the trustees having 
accepted it, the Legislature could not thereafter destroy the trust in whole 
or in part, because to do so would violate that provision of the Federal 
Constitution which prohibits the State from impairing the validity of a 
contract. While the arrangement under which the property was given by 
the testator and received by the trustees may not, in a strict or technical 
sense, have amounted to a contract, nevertheless it was so in spirit.” I am 
unable to see what foundation there is for this argument.” There was no 
provision in the trust deed that the income of the beneficiary should be 
exempt from the claims of creditors. That was simply part of the law of 
the State as it stood at the time. In enacting such laws the Legislature 
does not enter into any contract with its citizens, nor does it offer to con- 
tract with them. The statute was enacted in the exercise of the plenary 
power of the State to regulate the tenure of real and personal property 
within its borders. It simply said sic volo sic jubeo, and could not limit 
the power of succeeding legislatures to alter or repeal such legislation 
(Newton v. Comm’rs, 100 U. S., 548, 561). The law also provided that the 
interest of the beneficiaries should be unassignable. If the Legislature 
cannot change the law, it would seem that both of these provisions, so far 
as their liability to repeal is concerned, must stand on the same basis. Yet 
over fifty years ago it was unanimously held by this court in Leggett v. 
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Hunter (19 N. Y., 445) that the Legislature could authorize the bene- 
ficiary to assign it. ,- Allen, writing for the court, said: “It was 
certainly competent for the Legislature to relieve the daughters from the 
prohibition contained in the sixty-third section of the statuet (1 R. S., 
730), that no person beneficially interested in a trust for the receipt of the 
rents and profits of lands can assign or in any manner dispose of such 
interest” (p. 460). 

But to what will the doctrine contended for lead? A not uncommon 
provision in wills grants to an equitable life tenant the power to dispose 
of the remainder by will. The right to make a will of real estate in 
this State occurs on the testator arriving at the age of 21 years. Is this 
provision immune from legislative change? Would the statute granting 
power to make a will on arriving at the age of 18 years be inoperative as 
to property devised under a will prior to its enactment? The real estate 
of an infant cannot be sold or disposed of contrary to the provisions of a 
will which devised it, and under our law infancy continues until the age 
of 21 years. Would a statute changing the age at which infancy ceases 
be inoperative as to land devised or given to the infant prior to the enact- 
ment of the statute? If not, why not in the cases suggested as well as 
the case before us? Where lies the distinction? The provision that the 
income of a trust fund may not be taken to satisfy the debts of the 
beneficiary is no inherent or necessary part of the trust. At common’ * 
the income of every trust save that of a married woman was assigna... 
and could be subjected to the claims of creditors. As already shown, the 
exemption of the homestead of a debtor can be repealed. Why is not 
that right, especially if the homestead proceeded from the gift of a third 
party, as sacred as any rights accruing under a trust? It is a mistake 
to suppose that this court in affirming the decision in People ex rel. 
Roosevelt Hospital v. Raymond (194 N. Y., 189) decided that the Legis- 
lature could not repeal the provision granted in the act of incorporation 
exempting real estate of the corporation from taxation. On the other 
hand, there was no doubt of the existence of such power entertained by 
any member of the court. Before that it was expressly so decided in 
Pratt Institute v. City of N. Y. (183 N. Y., 151) and in People ex rel. 
Cooper Union v. Gass (190 N. Y., #3): All that was decided in the 
Roosevelt Hospital case was that the Legislature did not intend to repeal 
the exemption as to property conveyed to the hospital at the time of 
incorporation. 

But the question is really settled by authority. It was decided three- 
quarters of a century ago by the Court of Errors in Cochran v. Van 
Surlay (20 Wend., 365), where it was held by the dissenting judges, as 
well as by the majority of the court, that a will absolute in terms and 
unconditional could not by any stretch of terms within the limits of legal 
or ordinary language be termed a contract. The authority of this case, 
as well as that of Leggett v. Hunter (supra), has never been impaired 
so far as I can find by subsequent decision. On the contrary, title to a 

reat deal of property has been taken on the strength of these decisions. 

here is further curious result if the will of Montagnie Ward be treated 
as a contract. It never took effect until his death, and it is not very easy 
to see how there can be a contract with a dead man; but assuming that 
there were some contract rights vested in Montagnie Ward during his 
life, on his death he certainly did not take them to the other world. 
They must have passed to the devisees, legatees, next of kin or heirs at 
law. But these very contract rights, if he had any, passed under the 
residuary clause as part of the corpus of the trust of which his children 
were the equitable life tenants. Surely the remaindermen could not 
succeed to any right of the testator that the income should not be sub- 
jected to his debts, for they had no interest in the subject. Therefore, if 
there were any contract of the testator, those rights have become vested 
in the beneficiaries themselves. Any attempt to treat the will as a contract 
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seems to me will involve us in a hopeless maze of incongruities from 
which it will be impossible to escape. 

But though the will was not a contract, any person in whom under 
its provisions any property had vested could not be deprived of his 
rights without due process of law both under the provisions of our 
constitution and those of the Federal Constitution. That a trustee 
has no property right in the trust will be seen by the opinion of Judge 
Gray in Metcalfe v. Union Trust Co. (181 N. Y., 39). The property 
right in this case vested in the defendant, the life beneficiary, and the 
question is whether the exemption of his income from seizure by his 
creditors was of such a character that legislation subjecting that income 
to the obligation and satisfaction of such claims was a deprivation of 
_ property without due process of law. It is unquestionable that the Leg- 
islature could not have directed a diversion of the income to a person 
who had no claim against the beneficiary. Despite of the constitutional 
provisions, it is settled that by retroactive legislation property may be 
taken from a person which, were it not for such legislation, he could 
have held as his own, and that such legislation does not violate the 
constitutional provision. Our original statute on the subject of usury 
made every usurious security or instrument void. In the case of 
Dry Dock Bank v. Am. Life Ins. & Trust Co. (3 N. Y., ) bills of 
the bank amounting to 50,000 pounds sterling were held void for 
usury. Apparently shocked by this result, the Legislature passed a statute 
providing that no corporation should plead usury. The statute was con- 
strued as retroactive and deprived the debtor of his defense to actions 
brought on loans made prior to its enactment and was declared void 
(Curtis v. Leavitt, 15 N. Y., 9). It was there said: “Prima facie, at 
least, there is a debt, for there is the written obligation of the bank 
acknowledging the existence of a debt, as there certainly is, also, a moral 
obligation to pay” (p. 152). There are many other decisions to the same 
effect in the Supreme Court of the United States and our sister States 
(Ewell v. Daggs, 108 U. S. 143). In the case cited it was said: “The 
right which the curative or repealing act takes away in such a case is 
the right in the party to avoid his contract, a naked legal right which it 
is usually unjust to insist upon, and which no constitutional provision was 
ever designed to protect” (p. 151). In Watson v. Bailey (1 Binn., 480) the 
deed of a married woman was held void because not executed so as to 
convey her title. Subsequently the Legislature of Pennsylvania passed a 
statute and gave effect to such deed. ‘The validity of the statute was 
upheld by the Supreme Court of that State (Mercer v. Watson, 1 Watts, 
330) and later by the Supreme Court of the United States (Watson v. 
Mercer, 8 Peters, 88). So in Lewis v. McIlvaine (15 Ohio St., 47) notes 
for the purpose of being discounted at unauthorized banking associations 
were made void by the existing legislation of the State. A subsequent 
statute authorizing recovery upon them was upheld. A review of the 
cases upholding similar legislation will be found in 2 Hare’s Am. Const. 
Law (tit. 35, p. 787 et seq.). All these rest on the proposition that a 
party has no vested right in a defense to a contract which he has actually 
made and which he is under a moral obligation to perform, though the 
law at the time makes such contract void. There is recognized in every 
civilized country the obligation of a man to pay his debts if he has 
property out of which they can be satisfied, and the failure to do so is 
moral dishonesty. No one has a moral right to be dishonest. The 
income of the defendant in this case exceeds $3,000 a year. It is idle 
to say that the beneficiary cannot support himself or his family on less 
than that sum. It is only a small proportion of the people in this country 
who have such an income, and yet the vast majority of them live and 
support themselves and their families and notwithstanding pay their 
debts. Under the statute the earnings of the wage earner exceeding $12 
a week are subject to the same sort of execution that has been issued in 
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this case against the income of the defendant, and it would be very un- 
fortunate if we were constrained to hold that the income from peepersy 
held in trust for a debtor, often an idle member of society, should be 
more secure than that income which a man produces by his own toil and 
efforts. The decisions of the courts lead us to no such result. 

It is a general rule of constitutional law that a citizen has no vested 
right in statutory privileges and exemptions (Cooley’s Const. Lim., 7th ed., 
p. 546). This rule has been held to apply to statutes exempting property 
from levy and sale on execution. Such a statute is not a contract 
between the judgment debtor and the State, and hence an amendment 
thereof altering the exemptions by lessening them does not impair the 
obligation of a contract. In Webb v. Moore (25 Ind., 4), a statute in 
force at the time of the execution of a mortgage to the school fund re- 
quired the county auditor to give sixty days’ notice of sales for the non- 
payment of the principal of the loan or interest thereon. By subsequent 
legislation a notice of three weeks was made sufficient. It was contended 
that the statute permitting the shorter notice operated to impair the obli- 
gation of the contract, but the Supreme Court of Indiana held that if it 
could be said to affect the contract in any way it strengthened its obliga- 
tion by expediting the remedy for its violation. “We think it is well 
settled,” said Elliott, J., “that the remedy given by law to enforce a 
contract upon a breach of its obligation may be changed from time to 
time at the will of the Legislature. The point guarded by the constitution 
is that in so changing the remedy care may be taken that the obligation 
of the contract be not thereby materially lessened, weakened or impaired. 
It is equally well settled that the Legislature may give a more efficient 
remedy for the enforcement of the obligation of a contract after breach 
and that such legislation is not repugnant to the Constitution of the 
United States — a State from passing any law impairing the 
obligation of contract.” In Bull v. Conroe (13 Wis., 233) it was held that 
the privileges of debtors are not vested rights and that the Legislature 
may modify and abridge them by laws which operate directly upon the 
property, the privileges extended to debtors by exemption laws not being 
vested rights as to the particular property falling within their protection. 
In Holland v. Dickerson (41 Iowa, 707) a mortgage had been foreclosed, 
and the question was whether the sale must be made under the law which 
was in force at the time when the mortgage was executed, which allowed 
the defendant an election to have his property appraised or sold subject 
to redemption or could be made under the law in force at the time when 
the property was offered for sale which denied to the defendant any right 
either to redemption or appraisement. It was contended that the sale 
could not be made under the later statute without impairing the obliga- 
tion of the contract. The court overruled this objection, holding that a 
remedy providing for the enforcement of a contract might be changed 
at the will of the Legislature, the only constitutional limitation upon this 
power being that the obligation of the contract should not thereby be 
weakened ; and that a statute which strengthens and accelerates the power 
to compel the performance of a contract could not be regarded as impair- 
ing its obligations. The language of the Supreme Court of Kentucky in 
Lapsley v. Brashear (4 Littell, 66) was quoted with approval, where it is 
said that “it is impossible to perceive how the obligation of contracts can 
be impaired by either accelerating the remedy or by making a fund subject 
to their satisfaction which was not so when the contracts were made.” 
This last statement is precisely applicable to the facts presented in the case 
at bar. In Harris v. Glenn (56 Ga., 94) the Supreme Court of Georgia 
was called upon to construe the effect of an act of the Legislature declar- 
ing that | previously exempted from levy and sale by the Code of 
that State should not be exempt as against the purchase money, and it 
held that the statute thus repealing the exemption applied to a mortgage 
executed for the purchase money of land prior to its enactment. “Debtors 
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have no vested right not to pay their debts,” said Judge Bleckley. “What 
they have and what they acquire the State may subject to legal process 
for the satisfaction of creditors. If the State will furnish the process, 
and allow it to run nothing that debtors own is beyond its reach. There 
is no fastness that can afford shelter against the public authority. Exemp- 
tion of property from levy and sale for the payment of debts is but a 
privilege for the time being—mere grace and favor, dependent on the will 
of the State... . Exemption is but a statutory or constitutional shield 
which, being removed, the exposure to process is the same as if it had 
never been interposed.” 

In this court the constitutional aspects of legislation lessening or 
repealing exemptions from execution do not appear to have been con- 
sidered, although the effect of a statute increasing such exemptions was 
assed upon as we have already shown in Morse v. Goold (supra). In 
Kittel v. Domeyer (175 N. Y., 205), however, this court considered that 
section of the Domestic Relations Law which empowers a married woman 
to cause the life of her husband to be insured and makes the insurance 
money free from any claim of the creditors of the husband provided the 
premium does not exceed $500. It was said that under this statutory 
provision the right of the wife did not rest upon contract, but upon a 
legislative grant, and the court expressly held that the State clearly had 
the right to change and regulate the exemption before the insurance 
fund reaches the wife. As to the suggestion that to construe the amend- 
ment as operative upon existing trusts is to deprive the beneficiary of his 
property without due process of law it may be said that to compel a man 
to apply his property to the payment of his debts is not to deprive him of 
his property within the meaning of the constitution. Even before the 
enactment of 1908 the beneficiary was compellable thus to apply all of the 
trust income which was not necessary for his education and support, and 
the amendment merely measures the quantum which must go to the pay- 
ment of his debts by a different standard. Instead of exempting from the 
claims of creditors all of the income not requisite for the education and 
support of the beneficiary the Legislature now exempts all the income 
except 10 per cent. Such a statute relates to the remedy of the creditor 
by changing its extent, and in nowise impairs the obligation of any con- 
tract or destroys any vested right, because the State has never contracted 
with the beneficiary as to the extent of the exemption which he shall 
enjoy or conferred upon him any right to a specified exemption, nor did 
the State in authorizing the creation of trusts which should be exempt 
to a certain extent from the claims of creditors undertake that the exemp- 
tion originally prescribed should be permanent, exemption being a matter 
of privilege for which no consideration proceeds from the creator of the 
trust. The State retains the right which exists in regard to remediable 
legislation generally to change the remedy in favor of the creditor of the 
cestui que trust. 

The judgment against the defendant was recovered in this case over a 
year subsequent to the time when the statute of 1908 took effect, and it 
does not appear that the debt on which it was founded was not also 
incurred subsequent to that time. Therefore, to sustain the position of 
the appellant in this case it would be necessary to hold not only that the 
defendant had a vested right to hold the income of the trust fund exempt 
from the claims of his creditors prior to the enactment of the law, but 
that he has a vested right to incur such debts as he may see fit in the 
future with a similar exemption, and that the Legislature can pass no 
statute which will in effect say to him, whatever may be the law as to your 
past debts, if hereafter you incur any you must pay them out of the 
income of your trust property. Such a result is rather too startling to be 
contemplated with equanimity. I am satisfied that there is nothing in the 
fundamental law, either of the State or nation, which obliges us to adopt a 
construction with such possible consequences, and I therefore advise that 
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this order be affirmed, with costs, and the certified question answered in 
the affirmative. 


Gray, J. (dissenting).—I dissent upon the ground that the statute in 
question (Code of Civ. Proc., sec. 1391) did not affect trusts created 
prior to its enactment. The trust fund in a was created by the 
will of Montagnie Ward, who died in 1879. He gave to trustees shares of 
his estate for the benefit of his children, of whom this appellant was 
one, and directed the payment over of the net income or interest to each 
child during his or her natural life. This appellant’s share was set apart in 
1879, and its income has been applied to his use since that time. The 
statutory provision under which the application below was made was 
enacted in 1908. I think that to give the statute retroactive effect is to 
deprive the appellant of property without due process of law. This 
trust was lawfully created, and when it became operative upon the 
testator’s death, the law attached but one condition to the full enjoyment 
of the income by the beneficiary, and that was that the surplus income 
beyond the sum necessary for his education or support should be liable 
to the claims of creditors as other personal property. Except for that 
such a trust provision was within the protection of the statutes of the 
State, and the right of the beneficiary in relation to it was and is prop- 
erty. The trust originated in the acceptance by the trustees of the prop- 
erty and the trustees’ ownership of the trust property was inseparably 
subjected to a duty and connected with a right for the benefit of another. 
The trustees’ tenure was dependent upon conditions having no relation 
to any interest of theirs in the estate. No property right can be predi- 
cated of the estate of a trustee. Every beneficial proprietorship or inter- 
est is in the cestui que trust, for whom the trust estate is held and who 
has the right to enforce the performance of the trust (Metcalfe v. Union 
Trust Co., 181 N. Y., 39, 44). The interest of the beneficiary in the main- 
tenance of the trust in all its integrity is a valuable property right which 
the statute confers, and while it may be competent for the legislative body 
of the State in the control assumed over the transmission and testa- 
mentary disposition of property to attach new conditions thereto for the 
future, I am quite unable to perceive how it may validly, not to say justly, 
alter existing conditions affecting property rights or a vested interest in 
property, for that is the nature of this beneficiary’s interest. Upon the 
death of the testator and the acceptance by the trustees of the trust 
estate given them, what resulted was in effect a convention, authorized by 
law, under which the trustees wes and became obligated to apply the 
trust income for the benefit of the beneficiary solely, except so far as it 
might be shown to exceed his needs. That there was no contract with the 
State nor any contract in the technical sense may be conceded, but 
there was an engagement assumed by the trustees which devolved upon 
them the legal duty to apply, and conferred upon the appellant the right 
to receive for his life the income of the estate held, subject only to the 
right of creditors to reach the surplus beyond what was necessary for his 
support. If the Legislature may validly change the statute so as arbitrarily 
to direct the application of 10 per cent of the income to the claim of 
a creditor, it may as competently direct the application of any percentage, 
even to the whole. There is a material, indeed a radical, difference 
between the provision of the statute which at the time of the creation of 
the trust subjected the surplus income only to the claims of creditors and 
the amendment now in question, which subjects a percentage of all trust 
incomes arbitrarily to their claims. I cannot subscribe to a doctrine 
which is so radical and so regardless of vested rights. The principle of 
our decision in Livingston v. Livingston (173 N. Y., 377) is as applicable 
to the present case. In my judgment this appellant’s interest in and right 
to the trust provision under this will were safeguarded by the constitu- 
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tion and may not be impaired. To allow the statute retroactive effect is, 
as I have before observed, to deprive the appellant of property without 
due process of law, and such a construction is as unnecessary as it is 
violative of a substantial and vested right. It is not a question of exemp- 
tion or lessening of exemption; it is a question whether that may be taken 
away which the statute authorized as a provision by a testator when 
making final disposition of his estate. 

Cullen, Ch. J.; Vann and Werner, J. J., concur with Willerd Bart- 
lett, J.; Haight and Chase, J. J., concur with Gray, J 

Order affirmed. 


Bank Examinations in New Jersey 


At the eighth annual convention of the New Jersey Bankers’ Asso- 
ciation at Atlantic City, May 12th, addresses were given by Andrew A. 
Benton, managing partner in the firm of Marwick, Mitchell & Co., who 
spoke on “ The New Jersey System of Group Bank Examinations,” and 
Edward T. Perine, formerly Deputy Comptroller of the State of New 
York and now vice-president of the Windsor Trust Company, of New 
York, who had for his topic “Some Standards of Examinations by 
Directors.” 

Mr. Benton in his address advocated the examination of banks by a 
firm of qualified accountants. This is in line with steps taken in other 
cities to have banks examined by Clearing House examiners appointed 
for the purpose. Among the chief advantages of this system, according 
to Mr. Benton, is the insurance against duplication of credit by local 
borrowers and the insurance against unsound or dishonest methods in the 
bank itself. The examinations of the banks will be made periodically so 
that the public will feel no alarm to know that such examinations are 
being conducted. 


Alabama Accountants Organize 


The Alabama State Association of Public Accountants has been or- 
ganized at Birmingham, Ala.; a constitution and by-laws adopted and the 
following officers elected: J. B. Simpson, president; G. L. Lemon, sec- 
retary; T. S. Neville, vice-president; C. S. Huffman, treasurer. 

The Constitution states as the objects of the Association the following: 

“1. To elevate and maintain a high standard of the profession of 
accountancy, and establish in one body the Public Accountants of the 
State of Alabama. 

2. To provide facilities for the dissemination of professional account- 
ancy knowledge by the delivery of lectures, the preparation and reading 
of papers at its meetings. 

3. To secure and maintain a library to contain works on accounting 
and kindred subjects, for the benefit and use of its members.” 

The membership of the Association at present is small, but it is hoped 
ultimately to include all the practicing accountants of the state. 
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Conducted by Leo Greenpiincer, M.C.S., C.P.A. 


exchange of will steer Gout ond he exten Sine 


. To solve, compare and criticise C . examinations is the object of 
partment. With the aid of ons and criticism from the professional brethren, it can 
undoubtedly be achieved. Inq will be cheerfully answered. 


Following are extracts of the English Final Examination Papers of 
the Institute of Chartered Accountants, held during November and De- 
cember, 1910, with a solution to one of the problems of the Intermediate 
Examinations given at the same time. 


Problem 


The Trial Balance of the London office books of the “A” Rubber 
Company is as follows on 31st December, 1909: 


£ 
Estate Produce Stock, Ist January, 1909.......... 600 

500 
000 
400 


£14,300 0 8 £14,300 o 8 


After taking out the above balances the accounts to 31st December, 
1909, are received from the Estate Manager as follows (the dollar to be 
taken at 5s. 4d.): 


$ $ 
Expenditure on Development. 9,000 
Expenditure on Purchase of New Land................... 2,800 


£15,266 $15,266 


The produce unsold 31st December, 1909, was valued by the Man- 


ager at $5,500. 
You are required to construct the Revenue Account and Balance 


Sheet for presentation to the Shareholders. 
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Inventory Adjustment: 


SOLUTION 
REVENUE ACCOUNT 


Stock, January 1, 1909............. 


Stock, mber 3I, 


London Office Expenses.............. 
Less—Returns as above.............. 


Net Loss for the period 


eee eee 
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£400 0 © 


233 6 8 
15 5 8 27713 4 
600 oO 
S641 13 
Net Increase. .... 
Balance carried down.............. £ 
Add—Profit on Exchange.......... 
130 12 
269 7 4 
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FINAL EXAMINATION 


BooKKEEPING AND ACCOUNTS 
(Including Executorship Accounts) 
onl J. Smith’s Balance Sheet showed the following Assets and Lia- 
ilities : 


£ 


A Limited Company (J. Smith, Sons & Co., Lim.) was formed to pur- 
chase the business for the sum of £350,000, payable as to £100,000 in Ordi- 
nary Shares, £100,000 in Preference Shares, £100,000 in 44 per cent. De- 
bentures, and the balance in cash, the Company agreeing to take over 
the assets of J. Smith (with the exception of the bank balance) and 
the liabilities to creditors. 

The registered capital of the Company was £400,000, divided into 
250,000 Ordinary, and 150,000 Preference Shares at £1 each. 

Fifty thousand Ordinary Shares and the balance of the Preference 
Shares were issued for subscription by the public, payable 5s. per share 
on application, 5s. per share on allotment, and 10s. per share one month 
after allotment. 

The Issued Capital was fully subscribed, and the Shares (including 
the Vendor’s shares) and the Debentures were allotted by the Company 
on 1st March, 1910. 

By the 3oth June all moneys due thereon had been received by the 
Company except the amounts due on Allotment and Call Accounts in re- 
spect of 200 Ordinary Shares and 100 Preference Shares, and the Direc- 
tors had discharged the Company’s cash indebtedness to the Vendor, paid 
the Preliminary Expenses of £5,000, and declared the Shares forfeited 
upon which allotment and calls were in arrear. 

Give the entries which should appear to record these transactions (in 
totals) in the Company’s Journal, Cash Book, and Ledger. 

2. A. Andrews & Co., of London, consign goods to the value of £2,000. 
to their Agent, B. Bengalee, in Bombay, and drew on him for £1,500 at 
ye months, discounting the Bill at the National Provincial Bank for 

1,485. 

The charges for Insurance, Freight, etc., paid by A. Andrews & Co., 
amounted to £70. 

In due course B. Bengalee rendered an Account Sales to A. Andrews 
& Co. for £2,500, less commission, etc., £85, enclosing a sight Draft for 
the balance. 

Record these transactions in A. Andrews & Co.’s books. 

3. “A” and “B” are in partnership as brewers, and the amount of 
their assessment under Schedule D for 1910-11 has been fixed by the 
Surveyor at £1,222 (£1,240, less allowance for wear and tear, £18). 

The Surveyor has disallowed Compensation Fund charges, £36. 

“ A,” on behalf of the Firm, has made a Return as under: 


£ 
Less Interest on Mortgages (gross)... 438 
£748 


C. P. A. Question Department 


£ 


The separate Returns of the Partners for purposes of securing abate- 
ments were as follows: 


£ £ 
From Property (half each of the Schedule A Assessments of the 
Share Dividends (gross) already taxed...................005. 15 Nil. 
£508 £493 


“A” and B” have agoasied against the assessment made. 
Show the amount of the Firm’s ultimate assessment, and the total 
amount of tax payable. 
(1) Assuming the Compensation Fund charges are allowed on ap- 


peal ; 
(2) po the Compensation Fund charges are not allowed on 
appeal. 
4. On 31st December, 1909, the Trial Balance of the Motor Engineer- 
ing Company, Lim., was as under: 


£ £ 
5,000 Ordinary Shares of £1 each................00000es 5,000 
100 5 per cent. Debentures of £10 each.................. 1,000 
Stock of Accessories, Tyres, Petrol, Oil, etc., 31st December, 
Reserve for Bad Debts, 31st December, 1908............. 80 
Accessories, including Tyres and Tubes (used). ............ 2,000 
Petrol, Oil, etc. (used) RES 550 
Cost of Repairing Cars (Wages and Materials)............. 750 
Charges to Customers for Repairing Cars................ 800 
Charges to Customers for Hire Cars..............00000es 330 
Sales of Accessories, including Tyres and Tubes........... 2,650 
Sundry Receipts (Washing Cars, Charging Batteries, etc.). . 85 
Garage 45 
Debenture Interest to 31st December, 1909.............. 50 
Ordinary Share Dividend to 31st December, 1908......... 500 
Profit and Loss Account (Balance, 31st December, 1901). . . 800 
£23,693 £23,693 
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Depreciation is to be written off Machinery and Tools at the rate of 
20 per cent.; Fixtures and Fittings, 10 per cent.; Hire Cars, 25 per cent. 
he Reserve or Bad Debts is to be increased to 5 per cent. on the 
Sundry Debtors, and 25 per cent. of the Net Profits for the year is to be 
reserved for Commission to the Manager. 
Prepare complete accounts in the form which, in your opinion, is 
calculated to give the greatest amount of information to the Directors 
as to the working results of the business at a glance. 


5. X. died on 31st May, 1909, possessed of the following Estate: 


ASSETS 

Freehold Property (let at £600 per annum, payable quarterly), Rent 

Household Furniture and Effects. 1,000 
4% Debentures (interest payable June and December, interest re- 

Share of Profits in X., Y., and Z to date of death................ 500 

LIABILITIES 

Mortgage on Freehold Property (interest at 4 per cent., payable on 

weal quarter days, has been paid up to 25th March, 1909)..... 3,000 


By his will X. left his property as under: 

To his wife A. (an Executrix) £50 in cash, his Household Furniture 
and Effects (both free of Duty), and the Income from the Residue of 
his Estate during her lifetime. 

To his son B. (an Executor) £50 in cash and his Freehold Property, 
both free of Legacy and Succession Duty. 

To his friend C. (an Executor) £50 in cash, £500 “ Consols standing 
in my name at the Bank of England,” and £250, “ part of my Deposit at 
Paris Bank.” 

To his son D. the capital in the business of X., Y., and Z., free of Duty. 

To his daughter E., £5,000 free of Duty, and the Residue of his Estate 
on the death of her mother. 

On pont August, 1909, the Executors obtained Probate, paid the Estate 
Duty, the Funeral Expenses (£80), the Debts due at the Death and the 
Executorship Expenses (£177 8s.). 

On 20th September, 1909, the Mortgage on the Freehold Property was 
paid off by the Executors, together with Interest to date. The Legacies 
and the Devise were satisfied and the Duties thereon paid. 

Assume that the Assets realized the amounts stated, the Debentures 
being sold on 31st December, 1900, that all Income due to the Estate 
has been received, and that on 1st January, 1909, the Residue of the Estate 
was placed on Deposit at the Bank at 3 per cent. interest, write up the 
Executors’ Cash Book for the year ended 31st May, 1910, set out the 
Estate Account and the Legacy Account as they should appear in the 
Executors’ Ledger, and prepare an Income Account for the year, and a 
Balance Sheet. 

N. B.—Income Tax is to be ignored, and Interest and Apportionments 
may be calculated in months. 

6. May a Trustee legally carry on the business of a Testator? If so, 
under what circumstances, and what are his liabilities? 
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ie 7. A Testator with an ample Estate, let or the most part upon trust 

for many years, gave an annuity to a stranger in blood without any 

; specific instructions as to the funds which were to provide such annuity. 

4 State the different ways in which the trustees may provide for the 
payment of this annuity. 

a) What duty is payable, and at what rate? How is the amount of 

duty arrived at, and how may it be paid? 

_8. A., the sole Executrix of a deceased Testator, B., whose will con- 
tained no instructions as to the investment of his Estate, was entitled 
to the whole Income of the Estate for her life only. 

Amongst the Assets were a Property held on a long lease, valued at 
the date of death at £1,000, and a Mortgage of £2,000 on a Freehold 
Property. 

The Executrix allowed these Investments to remain unchanged, and 
continued to receive and devote to her own purposes the whole of the 
Income arising therefrom. 

Eventually the Mortgagor of the Freehold Property became bank- 
rupt, the Executrix foreclosed, and for some years received the Rentals. 
These did not, however, suffice to cover the Interest on the original 
Mortgage, which at the date of the death of the Executrix was £150 in 
arrear. 

Both properties were then sold by the persons entitled to the capital of 
the Estate, the Leasehold Property realizing £500 net, and the Freehold 
Property £1,800. 

How is the loss on these two properties apportioned between A.’s 
i Estate and B.’s Estate? 

: 9. John Jones’ profits for the five years ended 30th April, 1909, prop- 
erly assessable for payment of Income Tax (after allowance of £120 in 
each year for Schedule A. assessment of his business premises) were as 


under: 


As a Director of a Limited Company, John Jones has received £150 
in each of the five years. 

He owns House Property, the gross rentals of which amount to £450, 
which are assessed under Schedule A at £300 net. 

His wife has a private income (taxed at its source) of £500 per 
annum. 

He pays Life Insurance Premiums upon his own life, amounting to 
£250 per annum. 

State the amount of John Jones’ total liability for Income Tax under 
the various Schedules for the year ended 5th April, 1910, and the figures 
you employ to arrive at your results. 

10. In what cases is “Settlement Estate Duty” payable? To what 
account would you charge the duty in the Trustee’s books, how would it 
sopeer . the Annual Balance Sheet, and by whom would it eventually 

rne 
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BOOKKEEPING AND ACCOUNTS 
(Including Partnership Accounts) 


1. A. and B. carried on business as Pottery Manufacturers at Hanley, 
under the style of A. B. & Co. They dissolved partnership on 31st 
March, 1909, A. retiring from the business and B. continuing to carry it 
on under the same style and purchasing A.’s share therein at the amount 
shown as his Capital at 31st March, 1909, after a proper re-valuation of 
the Assets. 

The Firm’s Balance Sheet at 31st December, 1908, was as follows: 


LIABILITIES ASSETS 

Sundry Creditors.......... 5,000 Land and Buildings........ 10,000 

1,500 Plant and Machinery....... 6,000 

Mortgage on Land and Build- Loose Plant and Tools...... 3,000 

ings at 4 percent........ 7,500 Stock-in-Trade............ 9,000 
14,500 Sundry Debtors after provid- 
B. 9,500 ing for Bad Debts and Dis- 

Bills Receivable........... 1,000 


Profits and Losses both of Revenue and Capital were divided in the 
proportion of A. two-thirds and B. one-third. 

The re-valuations at 31st March resulted as follows: Land and Build- 
ings, £9,100; Plant and Machinery, £5,600; Loose Plant and Tools, £3,500; 
Stock-in-Trade, £8,000. 

The other assets at that date were agreed as follows: Sundry Debtors 
(after providing for Bad Debts and Discounts), £8,500; Bills Receivable, 
£600; Cash in Hand and at Bank, £2,000. 

The Liabilities were: Loan on Mortgage at 4 per cent., £7,500 (Interest 
_ to 31st December, 1908); Bills Payable, £1,000; Sundry Creditors, 

3,500. 

Make out the necessary adjustment accounts and Balance Sheet at 
gist March, 1909. 

2. What steps must A., the person referred to in the previous question, 
take to secure himself from all risk of being held liable for any of the 
debts of the firm contracted after his retirement? 

3. How would you treat foreign branch account in the following cases: 

(1) Where the rate of exchange is stable. 
(2) Where the rate of exchange is fluctuating. 

Explain on what basis you would incorporate the accounts of the 
foreign branch in the head office books, taking France as an example of 
a stable rate, and Brazil as an example of a fluctuating one. 

4. Henry Wilson sold his business to a Limited Company, but agreed 
to serve the Company as Manager for a period of ten years. The Direct- 
ors, in order to protect the Company in some measure against loss in 
the event of the death of Henry Wilson, decided to insure his life for 
£10,000, without profits, payable at death or at the end of ten years. How 
should the annual premiums on the policy be treated in the accounts of 
the Company? Give “pro forma” Journal entries. 

5. A., B., C., and D. carry on business in partnership as engineers and 
iron founders. They decide to convert their business into a private Lim- 
ited Company as on Ist July, 1909. The firm’s Balance Sheet at that date 
was as follows: 
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Cash in Hand and at Bank. 1,500 
£38,000 £38,000 | 
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LIABILITIES ASSETS 

Sundry Creditors.......... 7,000 Leasehold Premises........ 15,000 

Northern Bank, Lim....... 3,000 Fixed Plant and Machinery. 20,000 

Capital Gthacssasncksu pen 25,000 Loose Plant and Tools...... 10,000 

15,000 Sundry Debtors........... 7,000 

10,000 Patterns, Trade Marks, and 

£70,000 £70,000 


The Company took over the business at the price of £66,000, and in 
addition paid the firm’s liabilities. 

The Capital of the Company is £100,000, divided into 35,000—6 per cent. 
a Preference Shares of £1 each, and 65,000 Ordinary Shares of 

I each. 

The purchase price was discharged by the allotment to A. of 15,000 
Preference and 10,000 Ordinary Shares, to B. 15,000 Ordinary Shares, 
and to C. and D. each 10,000 Ordinary Shares, all fully paid. The balance 
of £6,000 was to be paid in cash and divided amongst A., B., C., and D., in 
proportion to their respective Capitals in the firm. 

The above shares were duly allotted on 1st July, 1909 and on the 
same date 5,000 Preference Shares were allotted to E. and 5,000 to F., 
in pursuance of applications received from them, and A., B., C., D., E., 
F., and G., who had signed the Memorandum of Association for one 
share each, were ordered to be registered in the books of the Company 
in respect thereof, and each of them paid up the £1 due thereon on the 
same day. On July roth E. and F. both paid up for their Preference 
Shares in full, and on July 18th the balance of the purchase money was 
paid to the Vendors. 

Make the necessary entries in the Company’s Journal and Cash Book 
in respect of the above transactions, and open and post up the Vendors’ 
Account in the Company’s Private Ledger. 

6. What do you understand by the term “ Novation” as applied to 
Partnerships? Explain fully what is necessary to constitute “ Novation.” 

7. The City and Suburban Gas Company rebuild and re-equip part of 
their works a cost of £50,000. The part of the old works thus super- 
seded cost £30,000. The capacity of the new works is double that of the 
old. £2,000 is realized by the sale of old materials, and old materials 
valued at £1,000 are used in the reconstruction and included in the cost 
of £50,000 above mentioned. The cost of labour and materials is 10 per 
cent. higher now than when the old works were built. 

Give the Journal entries for recording the above transactions in the 
books of the Company, showing particularly what amount you consider 
should be charged to Capital Expenditure and stating your reasons for 
your decision. ; 

8. What is the Bankers’ Clearing House? Explain shortly the system 
— = 4 is worked, taking for the sake of example four banks, A, 

, C, and D. 

9. Smith, Jones, and Robinson are partners. Robinson has a salary 
of £200 per annum, and the profits of the firm after paying his salary 
are divided equally between Smith and Jones until they have received 
£500 each, after which the balance is divided equally amongst the three. 

The profits of the firm for the year 1907 were agreed with the Sur- 
veyor of Taxes at £1,400 ,and for 1908 at £1,500. 

For 1909 the profits after charging Robinson’s salary were £800. 
Smith held £6,000 Midland Railway 34 per cent. Debenture Stock, Jones 
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owned the house he lived in, which was assessed at £80 gross under 
Schedule A 

Robinson had no other source of income. 

Smith’s life assurance premiums amounted to 440, and Jones’ to £30 
per annum. 

Prepare the Firm’s return for Income Tax and the partners’ separate 
returns, claiming abatement and also relief in respect of earned income, 
and show what will be the amount the firm will have to pay Income Tax 
upon for the year 1910-11. 

10. What do you understand by the term “On Cost”? Upon what 
basis or bases do you consider it should be calculated? Give your 
reasons. 
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